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MAINTAINING MEDICARE HMO'S: PROBLEMS, 
PROTECTIONS AND PROSPECTS 



THURSDAY, JUNE 11, 1987 

House of Representatives, 
Select Committee on Aging, 

Washington, DC. 

The committee met, pursuant to notice, at 11 a.m., in room 
345, Cannon House Office Building, Hon. Edward R. Roybal (chair- 
man of the committee) presiding. 

Members present: Representatives Roybal, Pepper, Biaggi, 
Bonker, Mica, Erdreich, McClure, Kennedy, RinaldoT Hammer- 
schmidt, Regula, Snowe, Tauke, Saxton, Bentley, Fawell and Mor- 
ella. 

Staff present: Fernando Torres-Gil, staff director; Judith Lee, 
deputy staff director; Gary Christopherson, professional staff 
member; Nancy Smith, professional staff member; Eddie Rivas, 
professional staff member; Austin Hogan, communications director; 
Carolyn Griffith, staff assistant; Diana Jones, staff assistant; Valerie 
f.?* 28 ' staff assistant; Tom Puglisi, Congressional fellow; Robert 
Villa, Congressional fellow; Joseph Fredericks, deputy minority staff 
director; and Leslie Tucker, minority research assistant. 

OPENING STATEMENT OF CHAIRMAN EDWARD R. ROYBAL 
The Chairman. Ladies and gentlemen, today the Committee on 
Aging is holding a very important hearing, to examine our experi- 
ences with medicare HMOs and to explore strategies for strength- 
ening this critical medicare program. 

Medicar. HMOs have the potential to be either the best or the 
worst ot health care worlds. Our responsibility to our parents and 
grandparents and to ourselves is to ensure that it is the best of 
worlds. 

Given the recent, publicized problems with International Medical. 
Centers, now is the time to move aggressively to restore beneficiary 
and Congressional confidence in medicare HMOs. Our review of 
the history of the medicare HMO program clearly shows that 
future Federal oversight must be stronger than it has been in the 
past, but without being overly burdensome. 

Beyond these immediate concerns, much work remains to be 
done before medicare HMOs fulfill their promise. Most HMOs have 
j ^ term care as a covered benefit or as an optional 

added benefit Most HMOs, over 60 per^nt, have yet to join the 
medicare HMO program. HMOs serve less than 10 percent of the 
medicare population. Medicare HMOs have yet to serve major por- 
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tions of the rural population. As a result, many beneficiaries do not 
have the chance to use the medicare HMOs, let alone have choices 
of HMOs. 

In the end, the ultimate test for the medicare HMO program is 
what we say to our own families. The ultimate test is whether or 
not we have the confidence to strongly recommend any participat- 
ing and qualified medicare HMO to our own parents and to our 
own grandparents. 

Ladies and gentlemen, at this time I would like to take the op- 
portunity on behalf of the committee, to express my deep apprecia- 
tion to one of the committee members who has been most instru- 
mental in seeing to it that this committee makes careful examina- 
tion of those things that are going on with regard to HMOs. I must 
give special thanks to Representative Dan Mica, who had the fore- 
sight and the resolve to tackle this iasue long before the adminis- 
tration or anyone else was willing to acknowledge that there were 
significant problems, let alone try to solve them. 

Representative Mica, with the assistance of Representative Mat- 
thew Rinaldo, who sit* here to my left, and with Rick Boucher, con- 
ducted the full committee hearings on HMOs, not last year, but 
way back in 1984. 1 remember when permission was asked to hold 
those hearings. I, as chairman of the committee, knew very little 
about the issue at that time. But we were interested in finding out 
more. And these three men, under the leadership of Representative 
Mica, conducted those hearings and brought back an astonishing 
report to this committee. I would like to express my special appre- 
ciation also to my esteemed colleague and former Chairman of the 
Aging Committee, Claude Pepper, who has been a leader for years 
in trying to make HMOs available to the millions of medicare 
beneficiaries. 

I bring all this out, ladies and gentlemen, because I want to point 
out that we in the committee have men end women that reaDy be- 
lieve that what they have to offer does make a difference. When 
these three men went out and had their first two hearings, they 
started to make a difference. The difference of c« arse was that we 
as a committee started to realize that there was a problem not only 
in a particular State, but that same proMem could be duplicated in 
HMOs throughout the country. 

Yes, we're interested in looking at this problem. That is the 
reason for this hearing today, and we as the full committee wish to 
continue not only looking into the problem itself, but trying to find 
means and ways of solving that problem. We have, I understand, a 
quorum call. I would like to first of all call on Mr. Rinaldo, the 
Ranking Minority Member, for his opening statement. 

STATEMENT OF REPRESENTATIVE MATTHEW J. RINALDO 

Mr. Rinaldo. Thank you very much, Mr. Chairman. I want to 
thank you for your kind words and commend you for holding this 
hearing of the Aging Committee, tc address a topic of vital impor- 
tance to senior citizens. The topic of medicare HMOs has been an 
important one on the agenda of this committee as we strive for a 
more cost effective means of bringing quality health care to medi- 
care beneficiaries. 
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With the passage of TEFRA in 1982, Congress enacted risk-based 
contracts for medicare. Since that time, the number of people na- 
JnA^nx^ 1 ^^ medicare HMOs has grown from approximately 
100,000 to 867,000 enrollees. In my own home State of New Jersey, 
in 1984 there were approximately 2,000 medicare beneficiaries en- 
rolled in HMOs. Today there are five TEFRA contracts with a total 
enrollment of over 14,500 people. In fact, one of these HMOs, with 
an enrollment of approximately 600, is located in Millburn, New 
Jersey, which I represent. Another HMO in Morristown, New 
Jersey has over 10,000 enrollees. 

HMOs are one method of bringing down and slowing health care 
costs while retaining and improving quality health care. By in- 
creasing efficiency through the incentives inherent in HMOs, we 
help the elderly, by recycling savings to expand the level and 
ro^dth of coverage while eliminating the need for copayments and 

u6QUCtlul6S . 

In the past there have been problems with HMOs, as my good 
friend and colleague Congressman Mica, who has worked so hard 
on this problem, knows very well. At a hearing of this con mittee 
just last year, many problems such as enrollment practices and 
grievance procedures were addressed. However, I think that these 
problems must be addressed in the context of what we hope will be 
steady improve. : ent. 

Our experience with HMOs has been one of learning and adapt- 
ing. The responsibility falls on Congress and HCFA to improve Fed- 
eral oversight to assure the quality care and to restore the benefici- 
ary confidence. 

In closing, Mr. Chairman, I again want to commend you for cor 
vening this hearing on medicare and HMOs and yield back the bal- 
ance of my time. 

The Chairman. Thank you, Mr. Rinaldo. May I announce that 
there is a quorum call on the floor followed by a vote. The commit- 
tee is in recess. 

Mr. Saxton. May I ask permission at this point to have my open- 
ing statement placed in the record? 

The Chairman. Without objection, it will be ordered. Anyone 
else who wishes to follow suit can do the same thing. 

Mr. Fa well. Mr. Chairman, I would like my opening statement 
placed in the record alsr\ 

The Chairman. Mr. Fawell. All right. All those who wish to 
submit their opening statements at this time may do so and with- 
out objection, they are approved and will appear in the record at 
thic point. The Committee is now in recess for 10 minutes and will 
return and resume our sitting. 

[Recess.] 

The Chairman. The members have agreed, *o sub nit their open- 
ing statements for the record, and they will ap ar in the record at 
this point. And the Chair now recognizes the man who has done a 

ye S5 aa Sr J m worki . n £ on this Problem in the State of Florida. 

Mr. Mica, the coimraiee would like to welcome you and ask you 
to proceed in the manner that you may desire; 

[The prepared statements of the Members follow:] 

9 
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PREPARED STATEMENT OF REPRESENTATIVE MARIO B1AGGI 
MR. (HAIRMM. I COMMEND YOU FOR HOLDING THIS IMPORTANT HEARING 
TODAY. THE SELECT COMMITTEE ON AGING'S COMMITMENT TO A OUALITY 
MEDICARE f£ALTH MAINTENANCE ORGANIZATION PROGRAM IS LOW STANDING. 
IX ADDITION TO THE TWO fULL COMMITTEE FIELD HEARINGS HELD IN 
FLORIDA. THE SU*<OMMITTEE ON HUMAN SERVICES CONDUCTED A HEWING 
UJT1TLED " HEALTH MAINTENANCE ORGANIZATIONS THE NEW YORK PERSPECTIVE ' 
U FEBRUARY OF 1936. WE ARE. HOWEVER. STILL LEARNING A GREAT DEAL 
AiOUT HMO'S AND THEIR ABILITY TO SErfVE THE C LD£RLY AND THIS HEARING 
IS OUITE TIMELY CONSIDERING THE EVENTS WHICH HaVE OCCURRED SINCE 
OUR OTHER HEARINGS. 

i also am® ra. rica for his steadfast commithm for 

Wr TilE QUALITY OF SMO CARE FOR OLDER AMERICANS 

f«. CWIKVW. 1 FIRfVY BELIEVE ThAT HMO'S CAS PROVIDE 
UUALlTY CARE AT A LOWER COST FOR MANY KEDlCAFf BENEFICIARIES BUT 
IT IS OBVIOUS TO HE THAT CONGRESS AND THOSE OF US OH THE AGING 
COfWTTEE HAVE AH IMPORTANT ROLE TO PUY IN PROVIDING THE NECESSARY 
OVERSIGHT A.D GUIDANCE TO ENSURE QUALITY CARE OLDER ADULTS UST 
b£ PROTECTED FROM DECEPTIVE MARKETING PRACTICES. UNFAIR ENROLLMENT 
STRATEGIES. INADEQUATE QUALITY ASSURANCE AND GRIEVANCE PROCEDURES. 
AND THE DEMAL OF ESSENTIAL SERVICES. OUR REVIEW AMD ACTIONS MUST 
ALSO CONSIDER WK.T SAFEGUARDS ARE APPROPRIATE TO GUARANTEE THE 
FINANCIAL STABILITY OF MEDICARE HMD'S. 

I HOU TOWY'S TEST IHONY Af.D RESPONSES TO THE COWTTEE'S 
QUESTIONS WILL ASS"T US IN DEVELOPING AN JF* 7 0 DATE WfDEKTAtDlH 
OF Thl ISSUES. AJO SOLUTIONS TO THE PROBLEMS THAT WE HAVE U'iCOVERlJ. 
FURTHERS. WE MUST PLAN FOR THE FUTURE AND HC* WE CAN MAKE THE 
tDlCARE KNO A SAFE CHOICE FOR MORE OLDER ADULTS 

MR CHAIKW. 1 WOULD LIKE TO BRIEFLY COMMENT ON SOME Of 
THE ISSUES THAT WERE RAISED AT THE SUBCCftllT TEE'S HEARING IH «M 
' YORX THAT ARE STILL VALID TODAY. <W YOU HAS IN MANY RESPECTS 
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MIRRORED TKE NATION WITH Rf$tEC! TO GRO*;n OVER THE PAST SIX 
YEARS. YET/ AS A RESULT Of Nft REGULATIONS ISSUED IN THE STATE, WE 
STAND TO i£AP AHEAD Of OTHER STATES IN TERMS Of WD EXPANSION, 
ESPECIALLY IK THE "FOR PROFIT' SECTOR. 

THESE REGULATIOSS HAVE PROVIDED SPECIAL INCENTIVES FOR THE 'FOR PROFITS' 
TO EJlUK Th£ ,£W YORK MARKET. WE HAVE SEEN A SIGNIFICANT INCREASE 
IN HMO APPLICATION AS A RESULT. IT IS MY CCW1CT1QN, HOWEVER, THAT 
APPROVAL Of HMO'S BY EITHER STATE OR FEDERAL GOVERNfENT MUST & 
AC/CffMlED EY A RESPONSIBILITY TO ADEQUATELY MONITOR THESE HMO'S. 

TODAY IN NEW YORX STATE. MORE THAN J50 MILLION DOLLARS |» 
MEDICARE FUNDS ARE SPENT PROVIDING HMO SERVICES TO ELDERLY BEWlClARIES 

this number will increase as vt witness the rapid growth in our 

Ell** WUtATlOU, AND THE REST Of 1HE NATION WILL EXPERIEriCF SIMILAR 
TREATS, AS I HAVE SAID IH Ttf PAST, WE NEED TO GUARANTEE THAT THE 
GROWTH IN HMO'S DOES NOT BECOME JUST A BOON IN THE BUSINESS WHILE 
A EWfjOGGLE iO THE TAXPAYERS. 

*l \<i CONGRESS SHOULD NOT UNDERESTIMATE Ul IMPORTANCE 
Of TS£ FEDERAL ROU IN REGULATING HMO'S. CURRENTLY, THE EXTENT 
Of REGULATORY OVERSIGHT OF HMO'S VARIES CONSIDERABLY F10M 
bTATE TO STATE. WE ARE LEAMM WHAT COMPETITION CAN MEAN TO THE HMO 
INDUSTRY, BUT COMPETITION IN HEALTH CARE HAS NOT mLWA'.S PROTECTED 
THE SEST !N,.£STS OF THE CONSUMER. SO WE «uST BE CAUTIOUS AND 
DETEBUnlD *0 PROTECT OLDER CONSUMERS OF HEALTH CARE. 

1 RECEIVED TES1IXNY IN NEW YORK WHICH STATED THAT WS 
THAT HAVE E-EEN COMMITTED TO COMPREHENSIVE BE?€FITS AND COMMUNITY 
RATING ARE NOW ENGAGING IN REGRESSIVE POLICIES, INCLUDING BENEFITS 
SLASHING ASti SELECTIVE EXPERIENCE RATING IN ORDER TO COMPETE 

•SKIMMING' OR SEEKING ONLY THE HEALTHIEST POPULATIONS IS ALSO 
A THREAT TO THE ELDERLY' S BEST INTERESTS. THEREFORE, NEW YORK 
REGULATIONS NOW RECU1RE HMO'S TO SEEK OUT AND ENROLL A DIVERSE 
POPULATION. WE NEED TO BALANCE THE MARKET FORCES, WJTH STATE 
US) FEDERAL REGULATIONS. 
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JMCLtSlW, I BELIEVE THOSE THAT OPERATE KflOs CAN AND DO IN 
SOME CASES HAKE SUBSTAM T IAL PROF ITS, AND THAT IS ACCEPTABli. AT 
THE SUC Tl*, AN WD CAN LOVER COSTS TO BOTH THE PARTICIPANT AND 
THE GOYERJflNT WHEN COMPARED TO HOSPITAL BASED AND INSTITUTIONAL CARE, 
BOTH Of THESE OUTCOMES CAN BE ACCOMODATED BUT IT MILL TAX£ HARD 
WORK, EFFICIENCY OF OPERATION, COHHITHE'iT 10 QUL1TY CARE AND FILL 
ACCOUNTABILITY, 

I THANK Tht DISTINGUISHED CHAIRMAN, KR RQYBAl, FOR CALLING 

FOR THIS HEAPING. AND 1 THA\K THE WTNE^SES FOR THEIR EXCELLENT 

TESTIFY Mb PARTICIPATION *<ER£ TODAY 



PREPARED STATEMENT OF REPRESENTATIVE DON BONKER 
MR. CHAIRMAN, I WOULD LIKE TO CONGRATULATE YOU FOR HOLDING 
THIS HEARING TO EXAMINE OUR EXPERIENCES TO DATE WITH THE MEDICARE 
HEALTH MAINTENANCE ORGANIZATION (HMO) PROGRAM. 

ORIGINALLY INTENDED AS AN ALTERNATIVE TO FEE FOR SERVICE 
MEDICARE, HMOS HOLD THE PROMISE OF CONTROLLING SPIRALLING HEALTH 
CARE COSTS . A RADICAL DEPARTURE FROM TRADITION,, HMOS HAVE BEEN 
AGGRESSIVELY MARKETED BY THE REAGAN ADMINISTRATION. 

THE MEDICARE HMO PROGRAM SEEKS TO ACHIEVE TWO IMPORTANT 
GOALS: FIRST, THE DELIVERY OF HIGH QUALITY MEDICAL CARE FOR THE 
ELDERLY IN AN ECONOMICALLY EFFICIENT MANNER; AND SECOND, LQUAL 
ACCESS TO HIIS ALTERNATIVE FOR ALL MEDICARE BENEFICIARIES. 

THE HMO CAN PROVIDE /. COMPREHENSIVE RANGE OF SERVICES IN 
EXCHANGE FOR A FIXED MONTHLY PAYMENT PROM MEDICARE AND IN SOME 
CASES AN ADDITIONAL MONTHLY PREMIUM FROM THE BENEFICIARY. IN 
MANY CASES, ADDITIONAL SERVICES SUCH AS EYE CARE AND PRESCRIPTION 
DRUGS , ARE INCLUDED IN THE BENEFIT PACKAGE. 

WE ARE ALL VERY AWARE OP THE ELDERLY 1 S SERIOUS CONCERN OVER 
HIGH OUT OF POCKET MEDICAL EXPENSES. MANY ARE CHOOSING HMO 
PARTICIPATION, IN AN ATTEMPT TO PROTECT THEMSELVES FROM THE 
CATASTROPHIC EXPENSE OF CHRONIC ILL HEALTH. IN MY HOME STATE OF 
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WASHINGTON, THERE ARE THREE MEDICARE HMO CONTRACTS IN EFFECT. 

AS MEDICARE HMO ENROLLMENT APPROACHES ONE MILLION, HOWEVER, 
SE.UOUS DEFICIENCIES IN QUALITY OP CARE AND ADVERSE SELECTION 
HAVE SURFACED WITH SOME HMO CONTRACTS. THE RECENT FAILURE OP THE 
INTERNATIONAL MEDICAL CENTER IN FLORIDA , THE NATION'S LARGEST 
MEDICARE HMO WITH 135,000 MEMBERS, HAS SHAKFN THE CONFIDENCE OF 
MANY OLDER AMERICANS IN THE MEDICARE HMO APPROACH. THESE 
PROBLEMS MUST BE ADDRESSED BEFORE WE ALLOW ADDITIONAL MILLIONS OF 
SENIOR CITIZENS TO BE PUT AT POTENTIAL RISK. 

CERTAINLY I ENDORSE THE GOALS OF THE MEDICARE HMO PPOGRAM. 
iT IS WELL ESTABLISHED THAT QUALITY CARE CAN BE PROVIDED IN THE 
HMO SETTING IN A HIGHLY EFFICIENT MANNER. UNFORTUNATELY , OUR 
EXPERIENCES WITH SOME MEDICARE HMOS THUS PAR HAVE BEEN HIGHLY 
PROBLEMATIC. I LOOK FORWARD TO HEARING THE TESTIMONY OF OUR 
WITNESSES TODAY AS WE SORT OUT THESE PROBLEMS AND CONSIDER THE 
APPROPRIATE SOLUTIONS SO THAT WE MAY MOVE FORWARD WITh THIS 
EXPERIMENT. 



AMONG THE PROBLEMS THAT HAVE SURFACED AND NEED TO BE 
ADDRESSED ARE: 



1) BENEFICIARIES SOMETIMES EXPERIENCE LIFE THREATENING 

DELAYS IN OBTAINING DIAGNOSTIC TESTS AND TREATMENT . 
TACTICS INCLUDE INTIV'OATION, INADEQUATE PHONE LINES, 
DELAYS IN MAKING APPOINTMENTS AND DELAYS IN PAYING 
SUBCONTRACTORS SUCH AS PHARMACI STS . 



A NUMBER OF HMOS ILLEGALLY SCREEN OUT HIGH RISK 
BENEPICIARIES. 

BENEFICIARIES HAVE BEEN DROPPED OUT OP PROGRAMS WITHOUT 
THEIR KNOWLEDGE, LEAVING THEM AT RISK OF NO CARE OR HIGH 
<W OF POCKET EXPENSES. 

A NUMBER OP HMOS D'SCOURAGE USE OP SERVICES AND ACCESS TO 
MORE COSTLY SPECIALISTS IN ORDER TO REDUCE COSTS. 



S) THE HEALTH CARE FINANCING ADMINISTRATION IS EITHER 



2) 



3) 



4) 
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UNWILLING OR UNABLE TO COW IT ENOUGH RESOURCES TO RUN AND 

MONITOR THIS PROGRAM. 

I DO NOT ACCEPT THE PREMISE THAT AN EFFICIENTLY RUN HEALTH 
SYSTEM WILL ULTIMATELY MEAN FEWER SERVICES OR POORER QUALITY 
SERVICES FOR THE ELDERLY. WHILE IT IS AN APPROPRIATE PUBLIC 
POLIO ' GOAL TO REDUCE HEALTH CARE COSTS, WE MUST CAREFULLY 
SAFEGUARD AGAINST THE INCOMPETENT AND THE UNSCRUPULOUS TO PROTECT 
THOSE IN OUR SOCIETY WHO ARE MOST VULNERABLE, THE SICK AND THE 
ELDERLY. WE MUST ACT NOW WHILE THE MEDICARE HMO PROGRAM IS STILL 
RELATIVELY SMALL BEFORE WE ARE CALLED UPON TO TACKLE ANOTHER 
BUREAUCRATIC MONSTER OUT OF CONTROL. 



MR. CHAIRMAN, I AGAIN CONGRATULATE YOU ON THIS HEARING AND I 
LOOK FORWj»~D TO TODAY'S WITNESSES AS THEY OUTLINE POSSIBLE 
ACTIONS THAT MIGHT BE TAKEN TO ADDRESS THIS CRITICAL ISSUE 
AFFECTING THE ELDERLY. 



PREPARED STATEMENT OF REPRESENTATIVE ROBERT A. BORSM 

Mr. Chairman, thank you tor holding this Important hearing 
on Health Maintenance Organizations and the Medicare Program. I 
want to coraend yoa for all the work you have done to assist our 
nation's senior citizens and protect the Social Security and 
Medicare programs. 

With the advent of health maintenance organizations (HMOS), 
our nation has witnessed great changes In the delivery of health 
care. Many of these new health care delivery systems offer a 
variety of unique benefits to older Americans. However several 
plans have also been criticized for misusing the system and 
Ignoring une beneficiaries' concerns. 

As you know, health care maintenance organizations act as 
both Insurer and provider of comprehensive but specified 
services. In the early 70s, Congress evaluated HMCs as a way to 
save Medicare dollars as well as providing high quality 
coordinated benefits. By 1982, Congref* had set up demonstration 
projects and authorized the Medicare program to contract with 
HMOs to cover beneficiaries on a "risk" basis. Under a risk 
contract, the HMO agreed to provide a full range of benefits in 
exchange for Medicare's payment of a fixed cost for each 
enrol lee. 

Since the Inception of the HMO/Medicare program, certain 
j marketing practices, the accessibility of specialized services, 
and the aoequacy of HMO quality assurance have been called into 
question. On the other hand, the HMOs themselves have raised 
oncerns about the current payment system, overregulation and 
mechanisms for quality assurance. 

As HMOs continue to emerge across the country, the Interest 
of Medicare beneficiaries grows as well. Medicare now represents 
7.4X of the total HKO enrollment in the country. Furthermore, 
about 40% of all HMOs now have contracts with Medicare. Clearly 
the Interest and growth In this program requires us to 
Investigate and proceed cautiously with KMO contracts and 
Medlcaic. While I believe HMOs can offer some unique and 
beneficial 'services to older Americans, I believe we must ensure 
that America's senior citizens will receive quality care In an 
affordable and acceptable delivery system. 

Mr. Chairman, thank you again fcr holding this important 
hearing and I look forward to hearing the testimony of our 
distinguished witnesses. 
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PREPAREO STATEMENT OF REPRESENTATIVE LOUISE M. SLAUGHTER 
hMlt f f,lth Mainten-nce Organisation* .re an integral part of our 

S"i !■£ ".2! l i2l?h Wt " - T J ey * . " fh " lit? of being a 

v ?5y.. po ** nt h *?} th f"Ource to aenior citlsena. Por senior 
citisen. who enroll in an HMO* there ia the expectation that? for 
reasonable co«»ts, more health C ,rvic*a than currently provided £ 
Medicare will be avMlable, th-v they will be relieved of th- 
burdenaome . nd 0 ftc~ confu.ing t.ek of tilling Jut Jedi' aim 

f °J^Si m ?*A thmt , there wiU ■"•■*« "cesa to an imp o 
coordinated health delivery ayat.-e. F 

Diatrict which I repreaent, the three HMOs are timnc. \ heal-*- 
and providing quality era to thousands of senior "tiseni ' 
Rochester o HMO. .re key to the health provider cca«u"nitl? 
representing about one-third of health insurance market in .re. 

SSlSiVJ 1 C0 T Uniti ?* ' My n0t be " fortunate aa shea t e r? 
Florida a recent experience with International Medical Centers 
raises serious questions about the need for increased federal 
oversight. Without a clear under.t.nding of th"p2ble-S th-t 
occured in Florida end recommendation, for i«provSwnt? Lolic 
confidence in the HMO system ia .sriou.ly threatened? 

™,iiiL h ? 8 ° n \\ 8ince 1982 thmt th « federal government has 

?.? 1%L ,r^ m f° C t0 aerve the "•dic.reVpul.uSn? 

Medicare HMO program, serving only lot of the Medicare population. 

Medicare HMOs h.i 4 the promiae to provide high oualitv care 
for Medicare benef icier ie. at reduced coats. GWeT the^moo^nce 
of Medicare HMOs to senior, it is critical for us to reJiE th! 
experience, oi the pa.t few year, .nd to explore w.?s"o 

!fIJ?2 !V h # ' y 'J?? t0 iMUre thmt M "»c.re .re indeed a 

viable part of quality health care service, available to senior 

III r e «oerien«. t0 ^"J" 9 fr °" "*rt *W anTaSout 

WW program! ™nd.tion. to strengthen the Medicare 



PREPAREO STATEMENT OF REPRESENTATIVE HARRIS K. FAHELL 

h.. bU^ S H iI RM ff: thl " hMr } n « P"vldae . n opportunity to r.vl.w what 
h.e b..n . -h..lth cere revolution" ov.r th. p.at d.c.d.. Health 
Nalntanmc. Organisation. (HMOe), coeblnad with hoe. h.alth dim 
a-rvlca. .klll.d nur.lng f.cllltlee, .nd -dv.nc.d outpitl.n? alrvlca. 

.fKcS'or'Jh: ;v«ftsst!s p:;..nt c 5j: t :sr?n^-n.; h : ?: > 

revolution can be the k.y to ^lltf'*.!^.™ t^ut".'? 

p..t ".22 ™« 

n r.ntI" d ;S ally ^ U ? 1 " lad HM0 « r.celve congre.elon.l .upport th ouoh 

5 p.rc.nt co-p. r «„t t .,ulr...nt on .. rv lc. provld.d bp . 
f..-(or-..rvtc. phpolclan of th.lr cholo, ho.plt.l utllll.tlon —o„<, 
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Accounting Office In 1982 found that hospital utilization vae 59 
percent lover than that o*.* the ganaral population and 38 parcant lover 
then the national Blue Croee average. 

He will hear teet'aony today that ehould concern ue regarding the 
adalnietratlon of HKOa. He ehould not, however, looee eight of the 
advencee that HHOe heve creeted in the health care lnduetry and the 
need for individualized earvlca that repreeente the future of heelth 
care throughout the nation* 



PREPARED STATEMENT OF RtPREStNTATIVE RALPH REGULA 



Nr. Chairman. 

Managed health care systems such as health maintenance organizations, preferred 
provider organizations and their cognations continue to grow. Notable most recently 
has been the growth from single state plans to multistate HMOs and rural HMOs. 

As the complexity and scope of these health care options broadens the Medicare 
has come to Increasingly rely upon them for benefits to the elderly. In 1985, Medicare 
enrollment In rlsV-based HMOs rose by more than 73X to 431,000, and Is e/pected to 
double In the next two years. During that period the program paid approximated >415 
to HMOs. This figure more thai doubled In the following six months. 

The growing importance of managed care, particularly HMOs, is underscored by 
questions relating to quality of care and HCFA's regulation of these entitles. The 
National Conwlttee fcr Quality Assurance tnd the American Medical Care Review 
Assocatlon have reported an Increased Interest in these systems throughout the United 
States. As an example, in Washington State, the Rand Health Insurance Experiment 
Research Group have on ongoing comparative study of health care. Their findings pro- 
vide a data base on the quality aspects of HMOs, PPOs, and other more traditional 
types of care. 

Since Medicare's capitation payment creates strong financial Incentives for the 
HMO to limit treatment It Is essential adequate safeguards are In place to ensure 
certain levels of car* are ' .Intained. Furthermore, there Is an ongoing concern 
regarding access and whether HMOs are selectively avoiding more high risk sections 
of the population. Issues raised by the Florida HMO demonstration project indicates 
some of the potential abuses which my occur under this agreement. 

Despite these concerns I am convinced managed care can make valuable contributions 
toward a more efficient system. In Ohio, we have been in the developmental stages of 
building an effective HMO s^tem. As ..nportant* we are interfacing these efforts with 
a quality assurance program, Much reialns to be done but progress is being achieved. 
A State survey shows that Ohio residents from Cuyahoga County families receiving 
AFDC who are enrolled In the HMO program are considerably more satisfied with their 
health services than those receiving private care. 

As these Increasingly complex systems of care take a larger proportion of the 
market the federal government must review its regulatory policies. 1 am confident 
our distinguished panel of witnesses will assist our Conmlttee today In that dif- 
ficult task. a 



prepared statement of representativt jim saxton 
i would like to commend the distinguished chairman kr. 
roybal, and my good friend from new jersey, mr, rlnaldo for 
holding this hearing today to examine medicare health 
Maintenance Organizations, 



There has been an explosion of HMOs across the country 
in the last decade, As demonstrated by the dramatic rise in 
Medicare expenditures for HMO services, it is obvious that 
more and more elderly are electing to enroll in hmos as an 
alternative to traditional fee-for-service care, and, on the 
whole, hmos have proven to be a cost-effective, quality option 
Medicare beneficiaries. 




11 



HOWEVER, AS MANY OF YOU HAVE EXPERIENCED, AND AS AN 
INVESTIGATION BY 'iHE SENATc SPECIAL COMMITTEE ON AGING HAS 
DISCOVERED, THERE ARE FLAWS IN THE CURRENT SYSTEM. 

One problem I would like to mention that seems most prevalent 

AND THAT INDIVIDUALS have EXPERIENCED IS THE 

ACK OF ADEQUATE COMMUNICATION BETWEEN THE HMO AND THE BENEFICIARY. 

LAST YEAR, I RECEIVED NUMEROUS CALLS AND LETTERS FROM 
CONSTITUENTS IN MY DISTRICT REGARDING THEIR HMO, THEY WERE 
DISTURBED WHEN A PREMIUM WAS IMPOSED UPON THEM AFTER THEY HAD 
JOINED THE HMO WHCN IT WAS ADVERTISED TO THEM AS* PREMIUM-FREE? 

They felt, and understandably so, that the HMO had advertised 

THE LACK OF PREMIUMS AS A MARKETING TO LURE THEM IN AND 

ONCE THEY HAD THEM, THEY FELT FREE TO IMPOSE PREMIUMS ON THEM, 

It wasn't so much the amount of the premium involved that 

BOTHERED THEM, IT WAS THE FACT THEY THEY NEVER KNEW IT WAS COMING, 

There have also been misunderstandings over what Membership in an 

HMO ENTAILS, ESPECIALLY REGARDING THE LOCK-IN PROVISION. THIS LACK 
OF APPROPRIATE COMMUNICATION BETWEEN THE HMO AND THE BENEFICIARY 
WHEN ENTERING INTO A PLAN, OR CONTRACT, WHICH IS HOW I VIEW SUCH 
AN AGREEMENT, GREATLY REDUCES THE CONFIDENCE AND SATISFACTION 
THE ELDERLY HAVE IN THEIR HEALTH PLAN. I WOULD LIKE TO SEE STRICTER 
STANDARDS IMPOSED ON HMOS REGARDING THE INFORMATION BENEFICIARIES 
DECEIVE TO AVOID THESE SITUATIONS. 

I AM GRATEFUL THAT WE ARE MODING THIS HEARING TODAY TO 
IDENTIFY THE WEAKNESSES OF PREPAID PLANS IN ORDER TO PROTECT THE 
INTERESTS OF MEDICARE BENEFICIARIES AND THE QUALITY OF THEIR 
HEALTH CARE. HMOS HAVE THE POTENTIAL TO OFFER A GREAT DEAL TO 

older Americans. It is vital that we work together to develop 

A HEALTH CARE OPTION THAT PEOPLE CAN UNDERSTAND AND RELY ON, 

Thank you. 
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PREPARED STATEMENT OF REPRESENTATIVE JIM LIGHT FOOT 

I WOULD LIKE TO TAKE THIS OPPORTUNITY TO THANK CHAIRMAN ROYBAL 
FOR HOLDING THIS HEARING ON MEDICARE HMOs. IT IS VERY TIMELY/ 
CONSIDERING OUR JUST CONCLUDED JOINT HEARING WITH THE TASK FORCE 
ON THE RURAL ELDERLY ON THE STATUS OF OUR RURAL HEALTH CARE 
SYSTEM- 

IOWA HAS THE FOURTH LARGEST SHARE OF ELDERLY PERSONS IN THE UNI TED 
STATES. OVER 14 PERCENT OF IOWA'S POPULATION IS AGE 65 AND OVER. 
IN 27 Of IOWA'S 99 COUNTIES, THE ELDERLY COMPRISE MORE THAN 18 
PERCENT OF THAT COUNTY'S POPULATION. 

THE ELDERLY CONSUME A DISPROPORTIONATE SHARE OF HEALTH CAPE SEPVICES. 
THIS IS ESPECIALLY TRUE rOR SUCH CHRONIC ILLNESSES AS HEJRr 
DISEASE, ARTHRITIS, HEARING AND VISION IMPAIRMENT, ORTHOPEDIC 
PROBLEMS, AND DIABETES. 

MR. CHAIRMAN, ELDETLY HEALTH CARE NEEDS ARE CHANGING. IN 
ADDITION TO ACUTE CARE SERVICES, OTHER HEALTH CARE AND SOME 
SOCIAL AND TRANSPORTATION SERVICES ARE NEEDED TO ALLOW THE 
ELDERLY TK^IR NON-INSTITUTIONAL INDEPENDENCE . THESE NEW SERVICES 
«LL CREATE FINANCIAL AND BUDGE" CHALLENGES FOR THE PUBLIC AND 
PRIVATE SECTORS. 

INCLUDED IN "OTHER HEALTH CARE SERVICES" IS THE MEDICARE HMO. 

AS WE ALL ARE AWARE, THE KMC CONCEPT BEGAN IN CALIFORNIA- THE 
FEDERAL OVERSIGHT OF HMO. BEGAN IN 1973, WHILE THE MEDICARE HMO 

PROGRAM BEGAN AROUND THE SAME TIME. THESE MEDICARE HMOs DID NOT 

START TO EXPERIENCE MAJOR GROWTH UNTIL THE EARLY 1980'e. 

COINCIDENT ALLY, THIS WAS THE PERIOD OF SOME MAJOR REVISIONS IN 
THE r OICARE PROGRAM ITSELF, SUCH AS THE IMPLEMENTATION OF THE 
DIAGNOSTIC RELATED GROUP (DRG) PROSPECTIVE PAYMENT SYSTEM (PPS) 
AND THE REGULATION OF THE PRACTICE OF MEDICINE THROUGH THE 
PEER REVIEW ORGANIZATION (PRO). THESE CHANGES HAVE HAD A 
DRAMATIC AFFECT ON THE OPERATIONS AND THE FINANCES OF THE 
AMEPICAN HEALTH CARE DELIVERY SYSTEM, BUT ESPECIALLY AS IT 
EXISTS IN OUR RURAL ATIEAS . CONSEQUENTLY , THIS SHOULD BE A 
MAJOR FOCUS OF OUR HEARING TODAY. 
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ACCORDING TO A RF IENT REPORT BY SEN. JOHN HEINZ, THE MEDICARE HMO 
PROGRAM IS PLAGUED BY "CERTAIN VERY SERIOUS DEFICIENCIES" . IK 
LICHT OF THE CRITICISMS CONTAINED IN THIS REPORT: 

1. WE MUST INQUIRE AS TO THE MARKETING PRACTICES, BOTH QUANTITY AND 
QUALITY, OF MEDICARE HMO. IN OUR RURAL AREAS. 

2. WE MUST DETERMINE WHETHER THE PRESENT ENROLLMENT AND DISENROLLMENT PRO 
OF MEDICARE HMO. ALLOW THESE HEALTH CARE ORGANIZATIONS TO CARRY 

MOSTLY HEALTHIER AND MOSTLY LOWER COST ENROLLEES. IF THIS IS ACCURATE, 
AND YET AT THE SAME TIME THESE HMO. ATTEMPT TO INCREASE THEIR OPERATIONS 
H OUR RURAL AREAS, THEN THE LONG-TERM PROGNOSIS FOR OUR RURAL ELDERLY 
IS SOBERING. 

3. WE MUST LOOK INTO THE ADEQUACY OF THE QUALITY OF CARE GIVEN TO OUR 
ELDERLY DUE TO THE TENDENCY OF mo. TO REDUCE THE AMOUNT AND THE COST 
OF CARE GIVEN. 

WE MUST ALSO INVESTIGATE THE ELDERLY 'S ACCESSIBILITY TO 
SPECIALIZED SERVICES OFFERED BY HMO. DUE TO THEIR TENDENCY TO 
ELIMINATE MOST MARGINAL OR COSTLY PATIENTS, SUCH AS OUR RURAL 
ELDERLY. 

4. WE SHOP- ALSO LOOK INTO THE ADEQUACY OF THE GENERAL GRIEVANCE 
PROCEDURES OF HMO.. 

TO BE FAIR, MEDICARE HMO. ARE CONCERNED WITH THE CURRENT PAYMENT 
SYSTEM, 0 VERREGULATI 0 N , AND AN APPROPRIATE REVIEW SYSTEM TO 

assure quality . these are legitimate areas of concern and we 

SHOULD INVESTIGATE THEM AS WELL. 

MR. CHAIRMAN, IF MEDICARE HMO. ARE TO BE AN EFFECTIVE WAY TO 
PROVIDE LOWER COST, HIGH QUALITY HEALTH CARE FOR MEDICARE 
BENEFICIARIES, ESPECIALLY OUR RURAL ELDERLY, THEN OUR QUESTIONS 
WILL SERVE AS A STARTING POINT IN THAT DETERMINATION. 

THANK YOU, MR. CHAIRMAN, AND I I*0 K FORWARD TO THE TESTIMONY THAT 
WE WILL HEAR. 
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PREPARED STATEMENT OF REPRESENTATIVE CONSTANCE A. HORELIA 

MR. CHAIRMAN , THANK YOU FOR CALLING THIS HEARING TODAY TO 
EXAMINE THE MEDICARE HMO PROGRAM AND TO EXPLORE St}>TEGlES FOS 
STRENGTHENING THE MEDICARE HMO PROGRAM. 

FOR THE MOST PART, HMO. HAVE PLAYED AN IMPORTANT ROLE IN 
PROVIDING LOW-COST , EFFECTIVE CARE FOR MEDICARE BENEFICIARIES. 
HOWEVER, IT IS CLEAR THAT THE FEDERAL GOVERNMENT MUST BE VIGILANT IN 
ITS OVERSIGHT OF THE MEDICARE HMO PROGRAM. FOR THIS REASON, TODAY'S 
HEARING SERVES A VERY IMPORTANT PURPL'E. 

MR. CHAIRMAN, I APPRECIATE YOUR EFFORTS TO EXAMINE THE MEDICARE 
HMO PROGRAM, WITH THE FIELD HEARINGS HELD DURING THE LAST TWO YEARS. 
THERE ARE SOME SERIOUS PROBLEMS WITH FEDERAL OVERSIGHT OF THE PROGRAM, 
AND I LOOK FORWARD TO WORKING WITH YOU AND THE MEMBERS OF THE 
COMMITTEE TO ADDRESS THESE CONCERNS. 

PREPARED STATEMENT OF REPRESENTATIVE E CLAY SHAW, JR. 
I appreciate having this opportunity to join my colleagues 
serving on the Select Committee on Aging today to discuss the 
-Future of the Medicare Health Maintenance Organization Program. " 
I would like to thank Chairman Roybal and Ranking Minority Member 
Rinaldo for holding this hearing, which is of interest to all 
elderly Americans. Additionally, I would like to commend my 
colleague from Florida,, Mr. Mica, who has worked tirelessly to 
ensure that there is proper federal oversight and regulation of a 
particular South Florida HMO, International Medical Centers (IMC), 
It is certainly an honor to join all of you who are committed to 
the p re«,erving the integrity o£ this federal health care program, 
despite our recent experiences with IMC. 

In the past year, my District Office in Fort Lauderdale, 
Florida has received numerous complaints from constituents about 
IMC. These complaints have come from Medicare beneficiaries 
enrolled in IMC, as well as health care providers treating IMC 
members. These complaints include quality of care, deni/1 of 
care, failure to pay bills in a timely manner, and problems wi>th 
enrollment and disenrollment . I understand that the Health Care 
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Financing Administration ( HCPA ) terfflmated ImC's Medicare contract 
for non-compliance of one HMO regulation— ImC's failure to 
Increase its non-Kedicare enrollment, as required by Medicare 
statute. I would suggest to the Committee, however, that current 
law setting out HCFA's routine management,, accounting and other 
oversight functions regarding HMOs is not sufficient to detect 
this infraction, let alone the other, more serious improprieties 
occurring in the daily operations of many Medicare HMOs throughout 
the nation. 

I agree that our experience with IMC can serve as an impetus 
to improving the existing Medicere statutes which comprise the 
structure of the Medicare uy 0 program. As many of you may already 
know, I have written to the Comptroller General of the United 
States at the General Accounting Office (GAO), the Attorney 
General of the United States at the Department of Justice (DOJ) 
and the Administrator of HCFA at the Department of Health and 
Human Services requesting that thorough investigations of IMC be 
conducted. Although each of these agencies have ongoing 
investigations m this matter. I asked that they also evaluate the 
financial responsibility that the federal government may have 
incurred as a result of the debts left after the collapse of IMC. 

Many I M r members and health care providers tell me tnat they 
consider IMC to have the full faith and backing of the federal 
government because of HCFA's Medicare contract with this HMO. If 
GAC, DOJ and HCFA determine that IMC was able to misuse or divert 
Medicare payments, because of inadequate federal regulation, I 
believe it is imperative that we must redefine the Medicare HMO 
statutes. ImC's administrative and managerial practices provided 
littl* or no accountability between the central office in Miami, 
Florida and its regional ImC franchises. This so-called "network 
concept," which has served as a model for HMOs in other regions of 
the country, makes it almost impossible for HCFA to properly 
oversee the quality of care, financial solvency and enrollment 
percentages. 

I am considering introducing legislation which would specify 
the manner in which a federally-approved HMO distributes Medicare 
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funds to its non-federally-approved franchises. In this way, we 
can. account for the proper use of federal Medicare funds 
throughout loose HMO netwotks. This oversight would help protect 
the rights of Loth HMO members and health care providers that 
participate in the HMO program. 

Finally, this and other legislative and regulatory measures 
discussed today would reaffirm the federal government's commitment 
to the concept of risk contract HMOs. I agree that the HMO health 
care concept is a good one. I intend to continue to work wi-h my 
colleagues on this Committee and my colleague from Florida Mr. 
Mica,_*o-improve and strengthen the Medicare HMO program because 
it can be an efficient, cost-effective method of health care 
delivery which is desperately needed by elderly Americans across 
our nation. 
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STATEMENT "OF THE HONORABLE DAN MICA, A MEMBER OF 
CONGRESS FKOM THE STATE OF FLORIDA 

Mr. Mica. Thank you, Mr. Chairman. Let me just start out bv 
taking a special moment to thank you for authoring ththeSinS 
ionr^ff 1 3 nati ° n ^ review . of HMOs in the VnSd SteteriTlly 

ffSffiffi USD ? S in „ the r y that you have handled th£ 
ana the latitude that you've allowed the committee As vou mpn 

th?htaS e Thr; ^ aId0 K and Mr - BoucheXth^arficnited Tn 
S^E^^^nSvT p f t enom ? naL ^ staff has done an 
excellent job. And I think together this committee has taken » 

£S£^ P J 016 ? th - e Congress and 1 »»Meve it Jte a ntw ex 

S b^n so K 18 ? 8 ' 1 w r ld Iike l t0 8tart ° ut > because there 
HMO?^ ^? tl .° n and 80 much negative comment about 

SrtJ w ted Sta . te8 and Particularly In our State of Florida 
i Vn £ *? °o tw0 ' 40 say that 1 endorse the concept of HMOs 
I hope that this Congress, this country, continues to oursue this 
£pe of concept,, whether or not we have to add ngSSSL or 
hSS^kS 8 ° me ^ itS deveI °P-nt. BecauseThe concepl 

p n L m i ght a l 80 . Say to "»y colleagues and for the record, it's not been 
easy I want to commend my staff for their fortitude they helped 
™n££X l: a a rt e roIe in this. I've been a i&SSrf 
v£3? But wp LOT and have work ed on the Hill now for 20 
S But we were harassed, we were intimidated, we were Ques- 
tioned, we were warned, we were asked to drop tmTreWew And 
SSn t£T in even a PProachin^ the qSono 

S -ir that wo M Id Question an organization that was drawintr 

ffij£&'«?S5£? ^ G °— * P ~ ™ * S 

thhTk; r l'' f ad wr 8t rS ^ th lt M . any times we almost dropped it 

would lfke to at thi I L* 00 JT h f ° r ^ S - t0 get invoIved w "h- I 
wouia lute to at this time ask for permission to submit mv PntirP 

Mr the T^f^i 1 ™ 11 to summariS * ^ 

to mv Sfffflr $?£ d hk \ to 0 ? e /u 0ne additionaI »I«cial thanks 
thiTover JSp wf, the W A 0rk and the hour s that they've put into 
PartSr HMO Ife SOm f. of * h e Members may know, the 

^^^^inA^^l^f^ has had *"° ° f ite senior 
management OHU indicted in the last few weeks There arp mnro 

Sfandt flndfatd^* W 0 * thatwe hl^^nto 
thmk Tmfnf EiJ ^ cate< ;. Particularly may senior staff here, I don't 
Wp u ^ WOuId have happened. And I appreciate that 

198^ 'and b^Sfi&f* aU8p j CeS ° f thi f Committee * <>f 
HMOsIS wiSL°vi 19 ? '. re .? ardmg complaints my office got on 
SS* «i5.^ Flonda. I might say at the outset that we thoueht 
that each time we would just slap the HMO's on the wrist : tell 
Sffii? g6t t0gether and proceed But a^ w^got deeSer 

mt ° thls ' w e found there were deeper problems. We hadfhousaS 

9, l^ , ^!p;b a N£ 0 9 rt ati0,, • 8nd the Elder ' y ' Pr0mises ' Proble ™ and Prospect, July 

II, April I Problems and Prospect*. Part 

imttee on Aging but the supply fa ve% tailed PuMwatua. are available from the £&ect Com- 
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of complaints. It quickly emerged in our area that only one HMO 
was the subject of almost all if not all of the complaints that were 
leveled at our office concerning HMOs. That was International 
Medical Centers. That incidentally was the largest Federally ^certi- 
fied HMO in the United States drawing, at its peak, $36 million a 
month in payments from the Federal Government. IMC generated 
literally thousands of complaints. We brought these complaints to 
the attention of HCFA and the Florida Insurance Commissioner s 
office. The Inspector General also moved into the picture, and the 
FBI, and as we now know, the Racketeering Division of the Depart- 
ment of Labor moved in. 

We first had an indication of these problems with IMC about I 
years ago on nonpayment of claims. And I might just give one ex- 
ample of what happened. . . 1, XI, 
In our testimony before this committee, we originally were told 
5,000 records had been lost because of a computer error and there- 
fore they could not be paid. We were later told that it wasn t 5,000 
but 50,000. We were then told that they may have been accidental- 
ly shredded. Finally, a lawyer was sent to Washington to discuss 
the issue with my staff and we were told that the records fell oft 
the back of a truck and that's the last we've heard of these 50,000 
records, or 5,000 records. When a federally qualified HMO gives 
that kind of an explanation for not paying its bills to a Congres- 
sional committee, I think it warrants some second review. _ 

I don't want to focus only on the financial aspects of IML s fail- 
ure. We have profound concerns about the consistency and quality 
of the health care that they provided. We have stacks of complaints 
in our office that IMC members and former members sent to us, 
stories of people who feel they were deprived of care, feel they were 
simply neglected, simply overlooked by the system. These com- 
plaints range from IMC members who time and time again 
couldn't get appointments with their doctors, or could not get the 
appropriate referrals to specialists, to horror stories of cancer pa- 
tients whose illnesses were not detected until too late, relatives 
who told us of premature death because of improper treatment, 
lawyers who came in and told us they have cases that were filed 
regarding improper treatment. . 

I have one case and I have it right here, of a constituent who had 
surgery approved by IMC, was prepared for the operation, in the 
hospital and prepped and ready to be operated on, and the surgeon 
told the doctor, ''because of IMC's record, no operation until ± get 
the money first." Here is a prepaid health plan: no operation until 
we get the money first. There are more stories. I won t read them 
all. 

Originally, IMC was getting up to $36 million a month. Then $30 
million a month. But there is also a problem that we saw with 
what we call a catch-22. We went through a year of reviewing 
these problems. We knew the financial insolvency was there. And 
one conversation I had with our insurance commissioner, who will 
testify here today, and representatives from the Federal Govern- 
ment, from HCFA, went something like this: Can the State move 
in? The State said no, we cannot move in because they re not insol- 
vent. HCFA is going to give them $30 million for this month s pay- 
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ment. So we can't move in. And HCFA cannot withhold the pay- 
ment because the State wouldn't move in. ^ y 

m £ n fL h - er< L We had a dU ?™ n ? a ' a catch-22, for each agency. Now, it 
may be in the purview of this committee to say thatwe're going to 
recommend changes in the Federal law so that HCFA ca7n move 
and ,nove quicker or in concert with the Stste insurance commis- 
sioner and Insurance Commissioner Gunter may tell you about 

STl KBPS ? th ?} WOuld P revent this in ^e future 

But 1 think that needs to be addressed. 

m^ftnVSfiw ^ 88 an - **** that 88 mC folded J' u8t last 
U(l °£ « d the u Sta Hi1S "SP m ' the estimates ranged from $20 to 
S2n«?„i? m ; Ch a8 .f 100 ™ llllon that w" 1 ^ left owed to doctors, 
K^% , ^.£S£" t ~* 88 they fold ' ««* they've 

.^lrt h * a^add.that we need to look at the structure of HMOs' 
ia the future. I m introducing May legislation that will complete 
ii 8r 8t " d y- W e originally had 13 points that we had covered 
in this investigation that we thought should be addressed. Last 
year we were able to include in the medicare authorization seven 
of those points. The other six are incorporated in the new legisla- 
tion I d like to also submit that for the record, and maybe the com- 

♦wJwTJ 1 l! M a PP r °P riat e to recommend all or portions of 
this legislation to the appropriate committees. 

I might also indicate mat we need to make sure that in the 
3wi he ° u f :iM ° ^ appropriately assessed on a 

Si Xv quarterl y basis, so that we don't get into this situation 
fu^ET 5 W6re dl ? eren t times where as much as $10 million, 
fint^in Was fS^.te be injected into this HMO to keep it 

SSdSffJ^ 4 - We thmk to let u get to that p° int 8180 is 8 

-.^di^S^it^ 311 of this 8tatement ut 

aJ^ C W*?l n P urch& sed by a national organization in the last 10 
nSL^Tr H " mana - 1 think that purchase is a positive step. 
Humana, I understand, has a long history of providing quality 

JfrnVnT- f °5 t* 0 ^ ?l 0rid £ Now P art of major Federal effort 
on HMOs is temporarily off the hook. But we must continue to 
K Humana or any other health care provider working with 
HMOs responsible for quality health care, for efficiency in oper- 
ation and to abide by the Federal laws. We may have to pass addi- 
tional mws. We can't tolerate a reoccurrence of the IMC panic in 
this Nation where milh.ms of people are moving toward HMOs 

We cannot now or in the future permit the lives or the wellbeinc 
fv T U Hn^? P i e - 1 faU Victim , 0f the P roflt m °tive gone berserk. Finaf- 
«iJi Z • k we relax our vigilance, and indeed I think we 
need to increase vigilance from this committee, from HCFA, from 
Wo Fede 5 8 Governmen t and from the State government as a 
wf mint g6r the United Stat es population move 

woricSf^ 8 C T Cep ^ P? 4 1 8tarted out b y "J** 1 believe has 
Mure 0pe We 0811 make 14 work better in the 

I thank the committee. 

[The prepared statement of Mr. Mica follows:] 

eric :^ J 
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PREPARED STATEMENT OF REPRESENTATIVE DAN MICA 

MR. CHAIRMAN, MEMBERS OF THE COMMITTEE, I WOULD LIKE TO 
FIRST OF ALL THANK YOU FOR GRANTING ME THE OPPORTUNITY TO COME 
BEFORE YOU TODAY TO TESTIFY TO MY EXPERIENCE, AND THE EXPERIENCE 
OF THOSE I REPRESENT, WITH HEALTH MAINTENANCE ORGANIZATIONS IN 
SOUTH FLORIDA. I WILL KEEP MY COMMENTS BRIEF. 

I HELD HEARINGS IN FLORIDA UNDER THE AUSPICES OF THIS 
COMMITTEE IN 1984 AND, AGAIN, IN APRIL OF 1986, TO EXAMINE 
CONTINUING COMPLAINTS REGARDING HMO OPERATIONS IN MY AREA. I HAD 
INTENDED THE HEARINGS TO REVIEW THE CARE AND OPERATIONS OF ALL 
REGIONAL HMOS. BUT LAST YEAR IT QUICKLY EMERGED THAT ONE HMO — 
INTERNATIONAL MEDICAL CENTERS ~ GENERATED FAR MORE CvM PLAINTS OF 
A SERIOUS NATURE THAN OTHER LOCAL HMOS. THE HEARING BECAME A 
REVIEW OF IMC, AND THE ISSUES WHICH SURFACED PROMPVED ME TO 
IMMEDIATELY ENLIST THE AID OF THE HEALTH CARE FINANCING 
ADMINISTRATION,, THE FLORIDA INSURANCE COMMISSIONER, THE INSPECTOR 
GENERAL AND THE FBI IN AN INVESTIGATION OF IMC'S PRACTICES. 

THE FIRST INDICATION I HAD THAT IMC'S PROBLEMS WOULD NOT BE 
EASILY RESOLVED, WAS THEIP EXPLANATION FOR AN OVERWHELMING 
INCREASE IN COMPLAINTS ABOUT THEIR NON-PAYMENT OF CLAIMS- THE 
PREVIOUS FALL, MY OFFICE HAD BEEN INUNDATED WITH COMPLAINTS THAT 
IMC WAS NOT PAYING THEIR CLAIMS, IMC TESTIFIED THAT 5,000 CLAIMS 
HAD BEEN LOST DUE TO A COMPUTER GLITCH. I WAS LATER APPROACHED 
OUTSIDE OF THL HEARING ROOM BY AN IMC EMPLOYEE AND WAS TOLD THAT 
THE NUMBER OF CLAIMS LOST WAS 50,000 , NOT 5,00a " AND THAT THESE 
CLAIMS HAD NOT BEEN LOST DUE TO COMPUTER ERROR BUT HAD, IN FACT,, 
BEEN DELIBERATELY DESTROYED. AN ATTORNEY REPRESENTING IMC LATER 
CAME TO ME IN WASHINGTON AND TOLD ME THAT THESE CLAIMS HAD NOT 
BEEN LOST OR SHREDDED: THEY HAD FALLEN OFF THE BACK OF A TRUCK. 

WHEN A FEDERALLY QUALIFIED HMO GIVES THIS KIND OF 
EXPLANATION FOR WHY THEY HAVEN'T BEEN PAYING THEIR BILLS, YOU 
BECOME CONCERNED ABOUT THE REST OF THEIR OPERATION. 

I DO NOT WANT TO FOCUS ONLY ON THE FINANCIAL ASPECTS OF 
IMC'S FAILURE. I HAVE PROFOUND CONCERNS ABOUT THE CONSISTENCY 
AND QUALITY OF CARE IMC PROVIDED. I HAVE STACKS OF COMPLAINTS IN 
MY OFFICES FROM IMC MEMBERS AND FORMER IMC MEMBERS " STORIES OF 
PEOPLE WHO FEEL THEY WERE DEPRIVED OF CARE, OR WHO FEEL THEY WERE 
SIMPLY NEGLECTED. THESE COMPLAINTS RANGE FROM THE IMC MEMBERS 
WHO TIME AND TIME AGAIN COULD NOT GET APPOINTMENTS WITH THEIR 
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DOCTOR OR REFERRALS TO SPECIALISTS, TO HORROR STORIES: STORIES 
OF CANCER NOT DETECTED UNTIL TOO LATE, STORIES or PATIENTS 
WAITING IN HOSPITAL EMERGENCY ROOKS FOR URCBTV MEDICAL ATTENTION. 

I HAVE A CASE HERB Or ONE CONSTITUENT WHO HAD HIS SURGERY 
APPROVED BY INC. HE WAS PREPPED FOR THE OPERATION WHEN THE 
ATTENDING SURGEON TOLD HIS DAUGHTER THAT HE WOULD NOT PERFORM THE 
OPERATION UNTIL HE RECEIVED, UP FRONT, PAYMENT FOR THE SURGERY. 
THE DOCTOR HAD EXPERIENCED SUCH* DIFFICULTY IN GETTING 
REIMBURSEMENT FOR SERVICES PROVIDED TO IMC MEMBERS THAT HE NO 
LONGER TRUSTED IMC TO PAY HIM EVEN IF THEY HAD ALREADY APPROVED 
THE OPERATION. 

THESE ARE STORIES THAT NEED TO BE TOLD, AND I HAVE REQUESTED 
THAT THIS COMMITTEE, THE WAYS AND MEANS COMMITTEE, AND THE 
COMMITTEE ON ENERGY \ND COMMERCE CONVENE HEARINGS TO EXAMINE THE 
IMC SITUATION MOPE CLOSELY. 

AT THE TIME OF ITS CONTRACT TERMINATION, IMC RECEIVED ABOUT 
$30 MILLION A MONTH - THAT'S $360 MILLION ANNUALLY - AND SERVED 
OVER 130.000 MEDICARE BENEFICIARIES. IN A TIME OF DEEP CONCERNS 
OVER BUDGET DEFICITS, HE OWE IT TO THE AMERICAN TAXPAYER AND 
MEDICARE BENEFICIARIES IN HMOS NATIONWIDE, ALL 867,000 OF THEM, 
TO SEE THAT THE FEDERAL INVESTMENT IN HMOS IS SPENT RESPONSIBLY. 
I BELIEVE THAT HEALTH CARE PROFESSIONALS HAVE A RIGHT TO MAKE A 
PROFIT, BUT I FIND MANY OF THE FACTS SURROUNDING IMC'S 
TERMINATION DISQUIETING, TO SAY THE LEAST. 

A REPORT ISSUED BY THE GENERAL ACCOUNTING OFFICE IN 1986 
CONCLUDE^ THAT HMOS COULD RECEIVE 5% LESS IN FEDERAL 
REIMBURSEMENT PAYMENTS AND STILL EARN A PROFIT. GAO CONCLUDED, 
IN FACT, THAT UNLESS THE GOVERNMENT INSTITUTED THIS CHANGE IN 
REIMBURSEMENT, PLANS TO SAVE MONEY BY PROMOTING HMOS WOULD FAIL: 
WE TILL END UP SPENDING MORE, NOT LESS. IF THESE CONCLUSIONS ARE 
TRUE, IMC HAS RECEIVED $1^5 MILLION IN EXCESS PROFITS MONTHLY . 
I FIND THIS APPALLING WHEN I CONSIDER THE HUNDREDS OF CASES IN MY 
OFFICE FROM IMC MEMBERS NOW STUCK WITH UNPAID BILLS. MANY OF 
THESE PEOPLE ARE ELDERLY, AND THEY ARB DUNNED AGAIN AND AGAIN FOR 
PAYMENT FOR SERVICES FOR WHICH THEY ARE, UNDER FLORIDA STATE LAW, 
NOT LIABLE. ONE HOSPITAL IN MY DISTRICT IS OWED ONE MILLION 
DOLLARS BY IMC. 

I AM FURTHER APPALLED WHEN I READ REPORTS THAT THE IMC'S 
FISCAL CHAOS WAS DUE IN LARGE PART TO EXCESSIVE ADMINISTRATIVE 
COS'xS, HIGH SALARIES, AND COSTLY MARKETING STRATEGIES. WHILE IMC 
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EXECUTIVES RODE IN COMPANY LIMOSINES, SENIOR CITIZENS AND 
CREDITORS WEN! UNPAID. 

bHORi Y AFTER THE HEARINGS I HELD IN 1986, HCFA DEMANDED 
THAT IMC INFUSE $9.1 MILLION INTO THE COMPANY TO INSURE THEIR 
FINANCIAL SOLVENCY. IN FEBRUARY, AS PART OF A PROPOSAL TO BUY 
IMC OUT, HUMANA CORPORATION BOUGHT $5 MILLION IN IMC STOCK. IN 
APRIL OF THIS YEAR, HCFA DEMANDED THAT IMC INFUSE $5 KLUON INTO 
THE COMPANY TO AGAIN INSURE THEIR FINANCIAL SOLVENCY • 

MR. CHAIRMAN, IMC HAS BEEN CHARACTERIZED AS HAVING A "SLOPPY 
MANAGEMENT STYLE." HOWEVER, IP IT WAS NECESSARY FOR THIS IMMENSE 
AMOUNT OF CAPITAL TO BE PUMPED INTO THE SYSTEM WHILE IMC 
CONTINUED TO RECEIVE $30 MILLION IN FEDERAL MONIES A MONTH, AND 
IF THIS FISCAL CHAOS CONTINUED WHILE' THE GOVERNMENT AND THE STATE 
RECEIVED HUNDREDS OF COMPLAINTS ABOUT THE KIND OF CARE IMC HAS 
GIVING ITS MEMBERS, I ASK YOU: WHO WERE THE SLOPPY MANAGERS? 
IMC, OR OUR GOVERNMENT ACENCIES? 

WE MIGHT CONCLUDE THAT BOTH ARE AT FAULT. HOWEVER, I 
QUESTION WHETHER THE AGENCIES HAD THE PROPER TOOLS TO DEAL WITH 
THE SITUATION. WHAT I WAS TOLD HAS THAT WE HAVE FEW OPTIONS TO 
DEAL WITH HMOS WHO FALL OUT OF COMPLIANCE, OTHER THAN TO 
DECERTIFY THEM. 

LET MB OFFER ONE EXAMPLE OF THE CATCH-22 SITUATION THAT, I 
THINK, CHARACTERIZES THIS BUREAUCRATIC NIGHTMARE. 

AS IMC HOVERED ON THE BRINK OF INSOLVENCY, FOLLOWING THE 
TERMINATION OF ITS CONTRACT BY HCFA, T CARRIED ON A THREE-WAY 
PHONE CONFERENCE WITH HCFA, COMMISSIONER GUNTER ' S OFFICE AND OUR 
CONGRESSIONAL OFFICE. THE COMMISSIONER EXPLAINED THAT HIS PEOPLE 
WERE READY TO MOVE IN, BUT COULD NOT, BECAUSE IMC WAS NOT 
INSOLVENT. WHY NOT? BECAUSE HCFA WAS GOING FORWARD WITH A $30 
MILLION MONTHLY PAYMENT ON FRIDAY. HCFA COMPLAINED THAT THEY HAD 
TO PROCEED WITH THE $30 MILLION PAYMENT ON FRIDAY. WHY? BECAUSE 
THE COMMISSIONER WOULD NOT MOVE IN. 

AS CLEAR A CATCH-22 SITUATION AS ONE IS LIVELY TO SEE. 
THAT IS ONE REASON WHY, IN THE 13 -POINT HMO REFORM PACKAGE I 
INTRODUCED IN THE LAST CONGRESS, I PROPOSED GRANTING FEDERAL 
AUTHORITIES THE ABILITY TO IMPOSE CIVIL MONETARY FINES FOR 
DENYING PROPER CARE. THAT IS NOW A LAW, AS WELL AS SIX OTHER 
MEASURES IN THAT PACKAGE, INCLUDING PROMPT PAYMENT REQUIREMENTS 
AND NEW GRIEVANCE PROCEDURES. 

TODAY, MR, CHAIRMAN, I AM AGAIN INTRODUCING THE REMAINING 
SIX PROVISIONS. THEY ARE AIMED* AT ENHANCING FEDERAL OVERSIGHT OF 
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HMOS AND, SPECIFICALLY, ADDRESS THE FINANCIAL SOLVENCY OF THESE 
ORGANISATIONS. THE BILL WOULD REQUIRE THE AflENCIES WITH 
OVERSIGHT RESPONSIBIITY TO HAKE A CRE.TER EFFORT TO MONITOR THE 
FISCAL HEALTH OF AN HMO'S AFFILIATES, IT WOULD MAKE IT ILLEGAL 
FOR HEALTH CARS SERVICE PROVIDERS TO DUN HHO MEMBERS FOR PAYMENT 
FOR SERVICES, IT NOULO REQUIRE TlfE SECRETARY OF HEALTH AND HUMAN 
SERVICES TO SMJDY THE QUALITY OF CARE PROVIDED TO HHO MEMBERS AS 
COMPARED TO m KIND OF CARE -FEPED BY OTHER HEALTH PROVIDER 
STRUCTURES. 

LET KB CLOSE WITH THIS REMARK: I BELIEVE THE HUMANA PURCHASE 
OF IMC is A POSITIVE S TEP. HUMANA HAS A LONG HISTORY 0P 
PROVIDING QUALITY HEALTH CARE. 

BUT WHETHER THE OWNER i S IMC OR HUMANA OR ANY OTHER COMPANY #/ 
I WILL CONTINUE TO HOLD ITS MANAGEMENT ACCOUNTABLE TO THE SENIOR 
CITIZENS OF SOUTH FLORIDA. 

o WE CAN TOLERATE NO RECURRENCE OF THE IMC PANIC, 
o WE CANNOT NOW OR IN THE FUTURE PERMIT THL LIVES AND WELL- 
BEING OF OUR PEOPLE TO PALL VICTIM TO THE PROFIT MOTIVE 
CONE BERSERK. 
...AND FINALLY 

o WE CANNOT RELAX OUR VIGILANCE UNTIL QUALITY HEALTH CARE IS 
A RIGHT RATHER THAN A PRIVILEGE FOR ALL OLDER 
AMERICANS... FOR ALL AMERICANS. 
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100th congress 
1st Session 



H. R. 2675 




cal plans to medicare beneficiaries, and for other purposes. 



IN THE HOUSE OF REPRESENTATIVES 

JUNB 11, 1987 

Mr Mica introduced the following bill; which was referred jointly to 
Committees on Ways and Means and Energy and Commerce 



To amend title XVIH of the Social Security Act to improve the 
quality of services furnished by health maintenance organi- 
zations and competitive medical plans to medicare benefici- 
aries, and for other purposes. 

1 . Beit enacted by the Senate and House of Representa- 

2 lives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Medicare HMO/CMP 

5 Quality Improvement Act of 1987". 
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1 SEC. 2. PENAL1 £ FOR IMPROPER BILLING OF BENEFICI- 

2 ARIES. 

3 (a) In General. Section 1876 of the Social Security 

4 Act (42 U.S.C. 1395mm) is amended by adding at the end 

5 the following new subsection: 

6 "(j)(l) Any individual or person who— 

7 "(A) pursuant to an agreement with an eligible 

8 organization, furnishes services to an individual en- 

9 rolled under this section in return for payment from the 

10 organization for such services, and 

11 "(B) knowingly charges or bills the individual for 

12 amounts for which the organization is liable under such 

13 agreement, 

14 is subject to a civil money penalty of not more than $2,000 

15 with respect to each such individual charged or harassed and 

16 is subject to being barred from pai ticipation in the program 

17 under this title for a period not to exceed 5 years, in accord- 

18 ance with the procedures pf paragraphs (2) and (3) of section 

19 1862(d). 

20 "(2) The provisions of section 1128A (other than sub- 

21 sections (a) and (b)) shall apply to a civil money penalty 

22 under paragraph (1) in the same manner as they apply to a 

23 civil money penalty under that section. 

24 "(3)(A) The Secretary may not bar an individual or 

25 person pursuant to paragraph (1) if the individual or persor is 
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1 a sole community provider or sole source of essential special- 

2 ized services in a community. 

3 "(B) The Secretary shall take into account access of 

4 beneficiaries to necessary services for which payment may be 

5 made under this title in determining whether to bar an indi- 

6 vidual or person from participation under paragraph (1). 

7 "(C) The Secretary may, out of any civil monetary pen- 

8 alty or assessment collected from an individual or person pur- 

9 suant to paragraph (1), make a payment to a beneficiary 

10 under this title in the nature of restitution for amounts paid 

11 by such beneficiary to the individual or person for which the 

12 beneficiary is not liable under this section/'. 

13 (b) Effective Date.— The amendment made by sub- 

14 section (a) shall apply to amounts charged or billed on or 

15 after the date of the enactment of this Act. 

16 SEC. 3. COOPERATION WITH STATE OFFICIALS IN MONITOR- 

17 ING COMPLIANCE WITH REQUIREMENTS. 

18 Section 1876 of the Social Security Act, as amended by 

19 section 2(a) is further amended by adding at the end the fol- 

20 lowing new subsection: 

21 "(k) In monitoring compliance of eligible organizations 

22 with contracts under this section in meeting the requirements 

23 of this section and under such contract and in taking action 

24 with respect to failure uf such an organization to comply with 

25 such requirements, the Secretary shall consult with appropri- 
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1 ate State officials for the purpose of assuring coordination of 

2 their actions with respect to such monitoring and taking ac- 

3 tions for failure to comply with such requirements.". 

4 SEC. 4. TREATMENT OF CERTAIN NETWORK AFFILIATES. 

5 (a) In Genebal.— Section 1876 of the Social Security 

6 Act, as amended by sections 2(a) and 3, is further amended 

7 by adding at the end the following new subsection: 

8 "(1)(1) In the case of an eligible organization which has 

9 entered into a risk-sharing contract under this section and 

10 which provides for the furnishing of services under the con- 

11 tract through a i work affiliate (as defined in paragraph 

12 (2))- 

13 "(A) the Secretary shall require the agreement 

14 between the organization and the affiliate to have such 

15 terms as may be necessary to insure the delivery of 
3*> quality health care services by the affiliate and to 

17 insure sound fiscal management of the affiliate; 

18 "(B) if the organization is not described in subsec- 

19 tion (b)(1), the organization must have made adequate 

20 provision against the risk of insolvency of the affiliate, 

21 which provision is satisfactory to the Secretary; 

22 "(C) the financial status of the affiliate may be 

23 taken into account in determining the financial status 

24 of the eli^ole organization; and 
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1 "(D) the provisions of subparagraphs (A), (0) and 

2 (D) of subsection (i)(3) shall also apply to the network 

3 affiliate. 

4 "(2) As used in paragraph (1), the term 'network affili- 

5 ate' means, with respect to an eligible organization, an entity 

6 which has entered into an agreement with the eligible organi- 

7 zaiion under which — 

8 "(A) the entity is compensated by the organiza- 

9 tion in the manner described in subsection (b)(2)(B), 

10 and 

11 "(B) the entity assumes responsibility, with re- 

12 spect to identified enrollees, for patient care with re- 

13 cpect to substantially all physicians' services (including 

14 primary care services and specialist services) and some 

15 institutional services for which the organization is re- 

16 sponsible for furnishing to such enrollees under the 

17 contract.". 

18 (b) Effective Date.— The amendment made by sub- 

19 section (a) shall take effect on January 1, 1988. 

20 SEC 5. STUDY OF UTILIZATION AND QUALITY OF SERVICES 

21 FURNISHED BY MEDICARE HMOS AND CMPS. 

22 The Secretary of Health and Human Services shall pro- 

23 vide, through a contract with an appropriate organization, for 

24 a study of the extent of utilization of services, and the quality 

25 of such services, furnished by eligible organizations under 
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1 risk-sharing contracts tu der section 1876 of the Social Secu- 

2 rity Act (or comparable demonstration projects), or by others 

3 under an agreement with such an organization, to medicare 

4 beneficiaries enrolled under such section. Such study shall 

5 examine services furnished by at least 5 eligible organizations 

6 and shall examine services furnished by each such eligible 

7 organization which both (1) has enrolled at least 100,000 

8 medicare beneficiaries and (2) has had a waiver of the re- 

9 quirement of section 1876(0(1) of such Act. The Secretary 

10 shall submit to Congress, by not later than January 1, 1989, 

11 the results of such study. 
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The Chairman. Thank you, Mr. Mica. I would like to, if you 
don't mind, have some of your points clarified. 
Mr. Mica. Certainly. 

The Chairman. But before we do that, I'd like to ask if you d be 
so kind as to send a "Dear Colleague" letter to each member of the 
committee and enclose your proposed bill. 

Mr. Mica. We would be happy to do that, Mr. Chairman. 

The Chairman. What I had in mind was strictly with regard to 
the authority that the Federal and State authorities have in ag- 
gressively enforcing the Medicare demonstration of risk contracts. 
Is there a lack of aggressiveness on the part of both tb** Federal 
Government and the State governments? 

Mr. Mica. Of course, Mr. Chairman, I'm only speaking now of 
the incident in Florida. I think that since HMOs are a new concept 
at least in the Federal sense and they started out recently as a 
demonstration project, that there probably is a lack of regulation 
law and a lack of legislative history to write that law with regard 
to problems we've had in State and Federal coordination. At one 
point in one of the original hearings, we had a sense that the Fed- 
eral Government was throwing up its hands saying my gosh, I 
can't believe the figures we're hearing; we thought the State was 
checking this. The State, throwing up their hands and saying we 
thought the Federal Government was checking this. So there may 
indeed have to be a review of the laws coordinating these agencies. 

Now, more recently, our State has had a legislative session re- 
garding HMO's, and I understand Mr. Gunter will address that 
issue. 

The Chairman. That was precise^ what has been worrying me 
with regard to the wnole problem and that is the almost complete 
lack of management. But first of all I wanted to establish whether 
or not there is a complete lack of management nationwide. I some- 
times suspect that that is the case in many States. Now, the other 
thing that I had in mind to ask was with regard to your statement, 
and I'm looking for it now, where you say that IMC has been char- 
acterized as having a sloppy management style. It was necessary 
for this immense amount of capital to be pumped into the system, 
while IMC continued to receive $20 million in Federal monies a 
month. . 

Now, it was known that this was a sloppy system. Still, $30 mil- 
lion went into this sloppy system a month. Again, was there no 
oversight? 

Mr. Mica. Mr. Chairman, very respectfully, referring to the Fed- 
eral oversight, I think the Congress took the lead in this role. I 
think HCFA could have done a better job. Maybe the new team on 
board is doing a better job. But I was very kind when I said sloppy. 
The recent audits have indicated that they were paying their man- 
agement four to five times the national average for similar duties. 
At one point it was uncovered that all of the senior management 
were driving new Mercedes and had yachts, memberships in clubs. 
It was a very expensive, exclusive operation at the top. 

While they were driving the new cars and buying the yachts and 
all these perks, the bills weren't being paid. 

The Chairman, Well, sloppy in many respects. The Chair will 
recognize Mr. Biaggi. 
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M r S IA o GL , Thank you « Mr Chairman. I have an opening state- 
ment. Mr. Bonker, because of a conflict in his schedule, is unable to 
return to the hearing this morning and I ask unanimous consent to 

mv o and my statem ent introduced into the record 

The Chairman. Without objection, it will be so ordered. 

Mr. Biaggi. I would like to comment briefly. From the New York 
perspective, in February of 1986, 1, as Chairman of the Subcommit- 
tee on Human Services in the Committee on Aging, held a hearing 
with relation to HMOs and learned a great deal. We knew that a 
great deal more had to be pursued. 

As a matter of fact, I visited the headquarters of IMC. I spent 
several hours there with Congressman Larry Smith of your State 
and clearly, it s a monumental undertaking. 

There were some questions, but due to limitations of time, as we 
all understand in the Congress, the oversight capability of the Con- 
gress hasn t been all that great generally speaking. You're to be 
commended— commended for your persistence, commended for 
your ability to pursue and also for your courage in not falling 
victim to the threats, blandishments, and harrassments. But you've 
done a yeoman s service, you and your staff. 

We also place a special purpose in the Select Committee on the 
Aging. 

I'm proud to be a colleague of yours and I commend you once 
again for your laudable work. 

The Chairman. Thank you, Mr. Biaggi. Mr. Fawell. 

Mr. Fawell. The only question I have is, there is, I assume, 
standard auditing procedure; by HCFA. Why wasn't this uncovered 
and could it possibly be that there are other such HMOs out there 
of which we know nothing? 

Mr. Mica. Well, first, I think that alludes to the Chairman's 
question, was there enough oversight from the State and Federal 
Government. And I think that at one point the State thought the 
federal Government was carrying out some of the duties, and the 
rederal Government thought the State was. But I should tell the 
committee that even simple procedures like HCFA review were 
tmp cu a !l?" £ one / case an individual was sent down to check on 
1MU bhortly thereafter, he went to work for IMC. When one of the 
major eight accounting firms sent in an outside auditor, the chief 
auditor, as he finished his report, went to work for IMC. When 
Federal officials went down to look at IMC, they got a great suntan 
and a new job. We have had this problem, in addition to whatever 
rules and regulations were in place. We had a situation where it 
appears, and this is a subject for the courts to determine, that 
people who may have found a problem with IMC were coaxed into 
staying and going to work for IMC. 

And this has been, incidentally, a subject of a great deal of ques- 
tioning in the Florida press, and I understand the Washington 
press is looking at that. 

Mr. Fawell. So you're saying that the oversight wasn't worth a 
neck ot a lot. 

Mr. Mica. Well, at least in that period of time when this problem 
was growing, it doesn t appear to be. There's a newer team that's 
been working on this that I think has done a much better job 
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Whether or not they have all the tools they need is a subject for 
this committee to debate, and the subject of my legislation. 
Thank you. 

The Chairman. Mr. Kennedy. 

Mr. Kennedy. Thank you, Mr. Chairman. Mr. Mica, you ve done 
a tremendous job in serving your constituents and hearing their 
complaints. When you have that many people that are being hurt, 
it seems that being a Congressman and picking up on those issues 
and following up, is really serving the needs of your constituents. 

I was, a couple of years ago, involved in looking at establishing 
an HMO up in Massachusetts. And one of the conclusions that I 
came to in looking at them was that while HMOs have a tremen- 
dous appeal at the get-go, that is, as the HMO fills up and more 
and more people enter that system, that they have not really 
gotten to the root cause of ratcheting down medical and health 
care costs in this country. My concern at the time was that we 
could have kind of an operation at the nonprofit corporation that I 
was running that could pull in lots of money for a period of maybe 
8 or 10 years. But at the tail end of that, once you've filled up your 
quota, that because you hadn't ratcheted down any health care 
costs, then you might have either promised the provision of drugs 
for instance or private health care services, maybe you ve skimmed 
the cream of the population to exclude certain senior citizen cate- 
gories and the like. But essentially you're going to end up with a 
health care category of individuals that were 10 years older, were 
becoming more sick, and therefore your cost structure was going to 
go way up. 

And I wonder whether or not you've drawn any conclusions 
about the whole cost structure of HMOs and whether or not we re 
going to be able to not just see this on an accountant's piece of 
paper, but whether or not we can draw any major conclusions 
about where HMOs are leading the health care delivery system in 
this country. 

Mr. Mica. Certainly. But before I address costs, let me just men- 
tion one point. , , 

I am very proud of the work that we did in Florida, and this 
picblem was found throughout a good portion of South Florida, not 
just my district. We're pleased that we had the chance to represent 
our constituents well. But you know, an administration, a Presi- 
dential administration about 6 or 8 years ago said it would be our 
goal to see 80 percent of America on HMOs by 1990. The present 
administration and many in this country would like tc see most of 
the seniors of this country moved into an HMO. Su while I think 
we've focused on a problem, we are in a sense ahead of the curve. 
And if we address this problem, some of the greed and some of th* 
insufficient regulations, some of the problems we saw there, we cai 
address the problem and nip it in the bud that will essentially 
affect every district in this Nation, because I think the movement 
will be towards HMO or an HMO-like concept. 

Now, with retard to cost. Absolutely, if you go to an HMO strict- 
ly and totally with seniors, statistics have indicated that senior citi- 
zens, over the age of 62, need five times the health care of anyone 
under the age of 62. And for everybody the first year at 62, 10 
years later they're 72, and at 72 that five times goes up to 40 or 50 
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turns. That.s why the original legislation said you just have a 50- 
&u breakdown of membership. No more than 50 percent medicare. 
you need to go out in the community and get those businesses and 
get those governmental entities and those young people involved so 
it balances out so that doesn't happen. 

A fatal flaw in IMC was that they were given, I think at least 
once, maybe twice or three times, a waiver in the 50-50. Only two 
in that Nation got that waiver. Both have now failed. 

Mr. Kennedy. No more questions. 

The Chairman. Mr. Erdreich. 

Mr. Erdreich. Thank you, Mr. Chairman. I don't have any ques- 
tions. I just want to compliment Mr. Mica for what h- has done 
and brought these problems not just to our attention but to the 
SSr^ 7 * 8, ^ y own ? tete 18 S° in £ trough a look-see at a potential 
HMO structure, and I daresay that many of the concerns that you 
went through in Florida are some of those that we share in Ala- 
bama, bo I thank you for what you've done and I think it will be 
very valuable for all seniors in the future. There's no question, 
more and more alternatives such as HMOs are provided for senior 
citizens. 

I thank the gentleman. 

The Chairman. Thank you. Mr. Clarke. 

Mr. Clarke. Thank you, Mr. Chairman. 

I was very impressed with the courageous and effective work 
that Repre^ntative Mica has done in Florida. And I just have one 
question. Id like to ask Mr. Mica if there was a negative effect on 
other HMOs in Florida as a result of the discoveries of your staff 
and your committee? 

Mr. Mica. Yes, sir. I might tell you that obviously this generated 
a great deal of public and press attention. I believe, and these fig- 
ures are close, that at one point IMC had 200,000 seniors as mem- 
bers. When this i started to occur, enrollment went down to some- 
where around 130,000 and other HMO's have had enrollment prob- 
tema. And maybe that's one more reason why I should say this. 
Kaiser-Permanonte in California, HMO's in Boston, at Georgetown, 
™8T tlus Nation, millions of people are very happy with 
HMOs. It can work. But you have to be careful. And in this case, 
where greed took over, or where insufficient oversight allows prob- 
lems to occur unchecked, HMO's can be disastrous. 

We have been told that there will be dozens if not hundreds of 
malpractice suite filed where people have been maimed or died be- 
cause of the Droblems resulting from the IMC failure and the IMC 
operation. 

Mr. Clarke. Thank you, Mr. Chairman. 

TIM Chairman. Thank you, Mr. Clarke. Mr. Mica. I would like to 
thank you on behalf of the committee for some excellent testimony, 
bince you were the Chairman of the first committee that went out 
to look into this subject matter, I'd like to invite you to sit as co- 
chairman of this hearing at this time. 

Mr. Mica. Thank you, Mr. Chairman. 

The Chairman. Ladies and gentlemen, our first outside witness 
xor todays hearings, will be Dr. William Roper, who is the Admin- 
istrator of the Health Care Financing Administration. In addition 
to his other responsibilities, Dr. Roper has responsibility for the 
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medicare HMO progra/n and has been actively involved in the solv- 
ing of problems with IMC. Dr. Roper, we look forward to hearing 
your testimony, especially on the new legislative proposal for im- 
mediate sanctions and the new prepaid health plan models. 
Will you please proceed in any manner that you may desire? 

TESTIMONY OF WILLIAM L. ROPER, M.D., ADMINISTRATOR, 
HEALTH CARE FINANCING ADMINISTRATION 
Dr. Roper. Thank you, Mr. Chairman and members of the com- 
mittee. I am pleased to have the opportunity this morning to dis- 
cuss medicare s experience with HMOs, health maintenance orga- 
nizations, and competitive medical plans, or CMPs. Beneficiaries 
who have chosen this option are receiving high quality care and 
more benefits than are available through traditional fee-for-service 
medicare. 

We believe the HMO option is sound and that it should be en- 
couraged and expanded. I also want to discuss our recent experi- 
ence wit i one HMO, IMC, which served medicare beneficiaries up 
until the first of this month when it became a part of Humana 
Medical Plan, Incorporated. 

We believe private health plans like HMOs and CMPs should be 
a choice available to all medicare beneficiaries. These private 
health plans offer managed care that is designed to meet the full 
continuum of beneficiaries' medical needs. Private health plans 
provide, on average, $20 per month more in extra benefits or re- 
duced out of pocket costs. These plans eliminate the need for bene- 
ficiaries to submit claims to medicare and medigap insurers, and 
that reduces dramatically the paperwork burden that they face. 
Private health plans enable providers to negotiate payment ar- 
rangements that they find fair based on local community stand- 
ards. And finally, the use of private health plans serves medicare s 
need to operate more efficiently, thus preserving medicare's long- 
run financial viability. Strengthening private health plans is onr of 
my agency's highest priorities and it's also high on Secretary 
Bowen's agenda. But I want to emphasize that our goal is to offer 
as many beneficiaries as possible a choice in the health care deliv- 
ery system that meets their needs. They should always be free to 
choose for themselves, whether an HMO, competitive medical plan, 
or traditional fee-for-service medicare. It's not our desire and has 
never been our desire to force all or 80 percent or any other 
number of our beneficiaries into HMOs. 

W implemented the medicare risk contracting authority enacted 
by the TEFRA legislation in April of 1985. Today, 16 million medi- 
care beneficiaries live in areas where they have the option to join 
an HMO or CMP. Almost a million of them have chosen to enroll 
in one of 152 medicare contracts in 34 States. Our research shows 
that beneficiaries are satisfied with HMOs and that HMOs and 
CMPs can successfully do business with medicare. Our experience 
to date under the regulations implementing the TEFRA risk con- 
tracts has provided many valuable lessons. Some of these relate di- 
rectly to IMC and some come from the whole of our experience. 
What I want to do today is to discuss briefly the specifics of the 
IMC situation and then discuss the lessons we have learned. 
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Since becoming HCFA Administrator in May, 1986, I have been 
concerned about the failure of IMC to meet the standards for Fed- 
eral qualification as an HMO and the terms of its contract to serve 
medicare beneficiaries. Despite diligent work to correct deficiencies 
or seek a qualified buyer for IMC, we concluded on May 1 that the 
°™y ^ourse available to us was to terminate medicare's contract 
with IMC effective the end of July. Our response leaves no question 
in my mind about our ability to manage a termination of a plan, 
even the largest of the medicare plans. We took the following ac- 
tions. & 

We immediately established toll free telephone numbers on 
which we have received more than 11,000 telephone inquiries from 
IMC enrollees. We set up task forces of HCVA staff in Miami and 
n m £?n r ^ oIve ur e ent medical problems. We sent a mailing to 
all 1ML medicare members assuring them that Medicare coverage 
remained intact and apprising them of the situation and of their 
options. And we arranged for disenrollment, including access to 
medicare supplemental policies, without waiting periods or exclu- 
sions for pre-existing conditions. 

Despite all of IMC's problems, beneficiaries continue to remain 
interested in the HMO option. Most beneficiaries who contacted us 
were anxious to remain in IMC or find another suitable HMO, if 
remaining in IMC became impossible. Since we announced the ter- 
mination of their contract, the Florida Insurance Commissioner, 
Mr. Gunter, accepted the offer of Humana Medical Plan, Incorpo- 
\ i^«An to P u j: chase certain assets of IMC effective June 1, and over 
medicare enrollees were then transferred into Humana's 

plan. 

We've learned a great deal from our TEFRA risk contracts and 
especially from our experience with IMC. In some cases, our les- 
sons have led to our requests for legislation to strengthen our abili- 
ty to enforce these contracts. 

We believe that the most important lesson we've learned is the 
importance of the 50-50 standard, the requirement that only 50 
percent of the plan can be made up of medicare or medicaid benefi- 
ciaries. We think it s an essential element to ensure quality. 

We ve only approved three waivers of that 50-50 standard. One 

j JsJ. ans 1S out of business, a second is currently reorganizing 
under Chapter 11 bankruptcy rules; and the third of those is IMC. 

ihe second lesson that we've learned is that we have a need for 
sanctions other than termination of a plan from the program. Leg- 
islation enacted last year, which we supported, provided more op- 
tions but did not go far enough. The Reagan administration is 
again this year proposing legislation that will authorize additional 
penalties such as suspended enrollment or civil monetary penalties 
tor organizations tha<, overcharge on their premiums, conduct im- 
proper enrollment, du enrollment or marketing practices. 

We are also proposing to eliminate the options where medicare 
intermediaries pay for inpatient hospital and skilled nursing facili- 
ties services on behalf of the HMO and then we would deduct this 
payment from our payment to the HMO. We believe this is overly 
cumbersome and has led to a number of the problems we've had 
reconciling how much is owed IMC. 
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We believe that we should be allowed more flexibility to termi- 
nate a contract. Currently, HMO's have 90 days from the time we 
announce our intent to terminate before that termination takes 
effect. We believe in IMC's case that 90 days was too long and we 
plan to change our regulations to allow greater flexibility in the 
future. Although I did not support the Congress' desire that peer 
review organizations who review the quality of care in the fee-for- 
service sector also review the care rendered by private health plans 
such as HMOs, I want to assure you that we are working vigorous- 
ly to implement this law. We are now signing contracts for quality 
review that will look at inpatient and outpatient care as of April 1, 
1987, as is required. We believe too that amendments are necessary 
to that legislation having to do with allowing out-of-State physi- 
cians to review the care in HMOs, especially in States where there 
are not enough in-State HMO physicians. And, we believe also that 
we should be allowed to seek competitive bidding for agencies to do 
this review in all States. Our experience thus far with HMOs and 
CMPs has convinced us of the value of this option and it has 
taught us many lessons. Some of those I have already commented 
on. Many of these have already been enacted by the Congress; 
others await legislative action. 

In addition, we continue our efforts to improve this private 
health plan option, for example, by researching ways to improve 
our payment method. And, we continue to believe that it's in the 
interests of patients and providers for medicare to delegate deci- 
sions about service delivery and price to reputable private firms. 
We're optimistic that this option will become increasingly available 
to medicare beneficiaries who do not now have such a choice. We 
believe the program is stronger than ever and we're proposing to 
expand further the range of private health plan options available 
to medicare beneficiaries. 

Expanding the range of private health plans available builds on 
the TFFRA framework. We believe that framework to be sound. 
We further believe that strict adherence to the principles of that 
frsmework will assure that the plans available to our beneficiaries 
are sound, viable and provide quality health care services. 

I'd be pleased to respond to your questions. 

[The prepared statement of Dr. Roper follows:] 
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PREPARED STATEMENT OF WILLIAM R. ROPER, M.O.. ADMINISTRATOR, 
HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT OF HEALTH 4 
HUMAN SERVICES 

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE: 

I AM PLEASED TO HAVE THIS OPPORTUNITY TO DISCUSS MEDICARE'S PAST, 
PRESENT, AND FUTURE EXPERIENCE WI1.1 HEALTH MAINTENANCE 
ORGANIZATIONS AND COMPETITIVE MEDICAL PLANS (HMOS AND CMPS) . 
BENPFICI ARIES WHO HAVE CHOSEN V.US OPTION ARE RECEIVING HIGH 
QUALITY CARE, MORE BENEFITS THAN THOSE AVAILABLE THROUGH 
TRADITIONAL FEE-FOR-SERVICE MEDICARE AND A COORDINATED CASE- 
MANAGED SYSTEM FOR DELIVERY OF CARE. FOR THESE REASONS WE 
BELIEVE THE HMO OPTION IS SOUND AND THAT IT SHOULD BE ENCOURAGED.* 

TODAY I WANT TO DISCUSS OUR EXPERIENCE, THE LESSONS WE HAVE DRAWN 
FROM THAT EXPERIi^CE,, AND OUR GOALS FOR THE FUTURE. I ALSO WANT 
TO DISCUSS OUR RECENT EXPERIENCE WITH ONE HMO OUT OF THE 1S2 HMOS 
AND CMPS WHO CURRENTLY CONTRACT WITH MEDICARE. THIS HMO IS 
INTERNATIC AL MEDICAL CENTERS (IHC), WHICH SERVED MEDICARE 
BENEFICIARIES UP TO JUNE 1 WHEN ITS h -.01 CARE PLAN BECAME PART OF 
HUMANA MEDICAL PLAN, INC. 

WHY A PRIVATE HEALTH PLAN OPTION FOR HEDICARE BENEFICIARIES? 

LET ME GIVE SOME OF THE REASONS WHY WE BELIEVE PRIVATE HEALTH 
PLANS LIKE HMOS AND CMPS SHOULD DE A CHOICE AVAILABLE TO MEDICARE 
BENEFICIARIES: 

O THESE PRIVATE HEALTH PLANS OFFER BENEFICIARIES MA . \GED 
CARE, CARE THAT IS DESIGNED TO MEET THE FULL CONTINUUM OF 
MEDICAL NEEDS — SOMETHING THE FRAGMENTED MEDICARE BFNEFIT 
PACKAGE IS NOT DESIGNED TO DO. MANAGED CARE »LSO HAS THE 
POTENTIAL TO PROVIDE HIGHER QUALITY OF CARE BECAUSE II 
CREATES A FOCAL POINT OF RESPONSIBILITY FOR AN INDIVIDUAL'S 
MEDICAL WELL-BEING. 

O THIS OPTION CAN PROVIDE MORE COVERAGE THAN FEE-FOR-SERVICE , 
MEDICARE AND OFTEN REDUCE OUT-OF-POCKET CT"*<i. ON AVERAGE, 
MEDICARE'S HMO AND CMP CONTRACTORS PROVlDh ? HL MEDICARE 
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BENEFIT PACKAGE FOR $20 LESS PER MONTH THAN MEDICARE'S 
AVERAGE COST. PLANS RETURN SAVINGS TO BENEFICIARIES IN THE 
FORM OF LOWER COST-SHARING OR INCREASED BENEFITS- TH'.SE 
BENEFITS, SUCH AS ROUTINE EYE CARE, PRESCRIPTION DRUGS, AND 
HEARING AIDS, ARE NOT COVERED BY TRADITIONAL MEDICARE. 

37 HMOS DO NOT CHARGE MEDICARE BENEFICIARIES ANY PREMIUM 
FOR THE BASIC MEDICARE BENEFIT PACKAGE » A PHENOMENAL SAVING 
WHEN ONE CONSIDERS THAT THE AVERAGE OUT-OF-POCKET COST TO 
THE MEDICARE BENEFICIARY WHO RECEIVES CARE ON A FEE-FOR- 
SERVICE BASIS IS $38.00 PER MONTH. THIS FIGURE DOES NOT 
INCLUDE THE AMOUNTS PAID ABOVE THE MEDICARE ALLOWED CHARGE 
FOR PHYSICIAN SERVICES, SOMETHING HMO AND CMP MEMBERS DO 
NOT FACE. 

O HMOS AND CMPS DO NOT REQUIRE THEIR ENROLLEES TO FILL OUT 
CLAIMS FORMS. AND THIS OPTION ELIMINATES THE NEED TO 
SUBMIT CLAIMS FORMS TO MEDICARE FIRST AND THEN TO A MEOIGAP 
INSURER. 

O PRIVATE HEALTH PLANS ENABLE PROVIDERS TO NEGOTIATE PAYMENT 
ARRANGEMENTS THEY FIND FAIR BASED ON LOCAL COMMUNITY 
STANDARDS RATHER THAN BE SUBJECTED TO THE UNIFORM RULES OF 
A CENTRALLY-ADMINISTERED MEDICARE PROGRAM. I'M SURE MANY ^ 
OF YOU HAVE HEARD FROM CONSTITUENTS WHO COMPLAIN THAT 
NATIONAL MEDICARE REIMBURSEMENT PRINCIPLES DO NOT ADDRESS 
LOCAL CONDITIONS. DECENTRALIZATION OF PRICING AND DELIVERY 
DECISIONS WILL HELP TC CORRECT THESE PROBLEMS. 

O FINALLY, THE USE OF PRIVATE HEALTH PLANS SERVES MEDICARE'S 
NEED TO OPERATE MORE EFFICIENTLY, SOMETHING NECESSARY TO 
PRESERVE MEDICARE'S LONG-RUN FINANCIAL VIABILITY. 

HMOS AND CMPS ARE EXAMPLES OF PRIVATE HEALTH T^ANS- 
STRENGTHENING THE PRIVATE HEALTH PLAN OPTION (PHPO) IS MY 
AGENCY'S HIGHEST PRIORITY AND IS ALSO HIGH ON SECRETARY BOWEN'S 
AGENDA. WHEN I SAY "STRENGTHEN * I DO NOT MEAN INCREASING 
ENROLLMENT. OUR GOAL IS TO INCREASE THE NUMBER,, QUALITY AND 
AVAILABILITY OF BENEFICIARY CHOICES. W2 WANT AS MANY 
BENEFICIARIES AS POSSIBLE TO HAVE THE CHOICE OF THE DELIVERY 
SYSTEM THAT BEST S THEIR NEEDS " BE IT AN HMO, CMP, OR FEE- 
FOR-SERVICE. 




39 



AMONG THE MEDICARE BENEFICIARIES TO WHOM THE HMO/CMP OPTION IS 
AVAILABLE, ONE IN FIFTEEN HAS CHOSEN TO RECEIVE THEIR HEALTH CARE 
THROUGH AN HMO OR CMP. OVER 900,000 MEDICARE BENEFICIARIES ARE 
NOW SERVED BY HMOS AND CMPS WHICH HOLD CONTRACTS UNDER RULES 
IMPLEMENTING THE RISK CONTRACTING PROVISIONS IN THE TAX EQUITY 
AND FISCAL RESPONSIBILITY ACT ( TEFRA ) • THEY ARE ENROLLED IN 152 * 
PLANS LOCATED IN 34 STATES. AND MOST IMPORTANTLY, HMOS AND CMPS 
ARE NOW AVAILABLE AS AN OPTION FOR 16 MILLION BENEFICIARIES 
FULLY ONE-HALF OF THE MEDICARE POPULATION. THIS LAST STATISTIC 
IS THE r0ST IMPORTANT BECAUSE, AS I NOTED, OUR GOAL IS NOT TO 
INCREASE HMO ENROLLMENT BUT TO PROVIDE A CHOICE BETWEEN 
TRADITIONAL MEDICARE AND OTHER DELIVERY SYSTEMS, INCLUDING HMOS 
AND CMPS. 

OUR EXPERIENCE TO DATE UNDER THE REGULATIONS IMPLEMENTING TEFRA 
HAS PROVIDED MANY VALUABLE LESSONS. THESE REGULATIONS, WHICH 
TOOK EFFECT ON APRIL 1, 1985,, TRANSFORMED MEDICARE'S INVOLVEMENT 
WITH HMOS AND CMPS. IT PUT THE HMO PROGRAM ON A NEW FOOTING AND 
IMPLEMENTED OUR EXPERIENCE TO THAT POINT IN DEALING WITH HMOS. 
I WOULD LIKE TO DISCUSS THE SPECIFICS OF THE IMC SITUATION AND 
THEN DISCUSS THE LESSONS WE HAVE LEARNED THUS FAR ABOUT THE 
OPERATION OF TEFRA AND ITS IMPLEMENTING REGULATIONS. 

TERMINATION OF INTE RNATIONAL MEDICAL CEUTERS' MEDICARE CONTRACT 

IMC HAS TAKEN MORE OF MY TIME THAN " *3THER PROVIDER SINCE I 
BECAME HCFA ADMINISTRATOR A YEAR AGO. 

SHORTLY AFTE* COMING TO THE AGENCY, I REVIEWED THE FACTS 
SURROUNDING IMC AND I INFORMED IMC THAT THEY WERE OUT OF 
COMPLIANCE WITH THE STANDARDS FOR FEDERAL QUALIFICATION AS AN 
HMO, A PREREQUISITE FOR IMC'S HOLDING A CONTRACT TO SERVE 
.^DI CARE BENEFICIARIES. I REQUESTED A CORRECTIVE ACTION PLAN. 
SINCE RECEIPT OF THAT PLAN ON JUNE 27, 1986,, HCFA STAFF MADE 36 
SITE VISITS TO OVERSEE IMPLEMENTATION OF THE CORRECTIVE ACTION 
PLAN. 

IN ADDITION, IMC HAD SERIOUS PROBLEMS RELATING TO THE 50/50 
STANDARD REQUIRED OF MEDICARE'S HMO AND CMP CONTRACTORS. UNDER 
TEFRA RULES, AN HMO OR CMP MAY NOT HAVE MORE THAN HALF OF ITS 
ENROLLEES BE MEDICARE AND MEDICAID ELIGIBLES — THUS THE NAME, 
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"50/50". IMC BEGAN ITS RELATIONSHIP WITH MEDICARE AS A 
DEMONSTRATION PROJECT IN 1982. THE TERMS OF THAT DEMONSTRATION 
ALLOWED FOR UP TO 75% OF IMC'S TOTAL ENROLLMENT TO COME FROM 
MEDICARE AND MEDICAID. THE TEFRA REGULATIONS ALLOWED A 
TRANSITION PERIOD OF UP TO THREE YEARS FOR HMOS AND CMPS WHICH 
BEGAN AS MEDICARE DEMONSTRATION PROJECTS AND WHICH DID NOT MEET 
THE 50/50 STANDARD. IMC SIGNED A TFFRA CONTRACT IN APRIL 1985, 
AND RECEIVED THE WAI' 2R OF 50/50 ALLOWED UNDER THE TEFRA RULES. 
ONLY TWO OTHER DEMONSTRATION PROJECTS REQUESTED SUCH A WAIVER, 
AND ONLY ONE OF THESE IS STILL IN OPERATION. 

ON JULY 18TH OF LAST YEAR, HUMANA INDICATED ITS INTENT TO ACQUIRE 
IMC. BASED Oh JNTINUED REASSURANCES BY BOTH HUMANA AND IMC THAT 
NEGOTIATIONS WERfc IN PROGRESS, WE HELD OUT HOPE THAT THEIR 
TRANSACTION WOULD PUT IMC ON A c IRM FOOTING TOWARDS MEETING THE 
TERMS OF THE CORRECTIVE ACTION PLAN AND THE 50/50 STANDARD. AS 
THESE NEGOTIATIONS BECAME MORE PROLONG ZD, IT BECAME APPARENT THAT 
THIS ACQUISITION WAS NOT GOING TO TAKE PLACE. FINALLY, IN MARCH 
OF THIS YEAR, I fSKED HCFA'S OFFICE Or PREPAID HEALTH CARE TO 
CONDUCT A FINAL REVIEW OF IMC TO DETE r IINE EXACTLY WHERE ITS 
OPERATIONS STOOD. THAT REVIEW INDICATED '-HAT ALTHOUGH PROGRESS 
HAD BEEN MADE TO CARRY OUT THE CORRECTIVE ACTUM PLAN,, 
PARTICULARLY IN REGARD TO THE QUAi.ITY OF CARE, IMC STILL FELL 
SHORT OF THE STANDARDS NECESSARY FOR A h£LICrtRf CONTRACT. IN 
PARTICULAR,, THERE WAS NO PROGRESS TOW ART) M/ETING 50/59 BALANCE 
BETWEEN COMMERCIAL ENROLLEES AND TEDICARE/MEDICAID BEr»Eri(*I ARIES. 
FROM JUNE 1986 THROUGH APRIL 1987, THE MEDICARE SHARE OF IMC'S 
ENROLLMENT CREW FROM 71% TO 78% 

135,000 MEDICARE BENEFICIARIES VOLUN* "ULY a t ECTED IMC. » " >7D 
NOT WISH TO DENY THESE P£0?i: ^IR CHOICE UNTIL WE H> D PURi IED 
<2VERY POSSIBLE SOLVTION SH^' "ilHATION. IN THE END, IMC 

LEFT US NO CHOICE. I NOT, MAY 1, 19u7 ,, THAT ITS 

MEDICARE CONTRACT WAS TERM* ECTIVE JULY 31, 198V. 

I 

AS YOU CAN IMAGINE, THE LAST MCrfTH HAS BEEN VERY HECTIC. OUR 
RESPONSE TO THE SITUATION VAS VIGOROUS. WE ASKED HCFA STAFF TO 
PERFORM TO THEIR UTMOST. I WOULD BE REMISS IF I DID NOT PRAISE 
THE DEDICATION AND SERVICE ABOVE THE CALL OF DUTY SHOWN BY MY 
AGENCY'S STAFF,, ESPECIALLY "HE STAFF IN OUR OFFICE OF PREPAID 
HEALTH CARE. THEIR WORX WAS A TRIBUTE TO THE IDEAL OF PUBLIC 
SERVICE. 
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UPON MAKING THE TERMINATION ANNOUNCEMENT: 

0 WE IMMEDIATELY ESTABLISHED TOLL-FREE TELEPHONE NUMBERS FOR 
MEDICARE BENEFICIARIES ENROLLED IN IMC TO CALL FOR 
INFORMATION OR REPORT PROBLEMS IN OBTAINING CARE. FOR THE 
FOLLOWING THREE WEEKS WE STAFFED OUR TELEPHONE BANK FOR 12 
HOURS A DAY, SEVEN DAYS A WEEK. SINCE THE LAST WEEK OF MAY 
THE LINES HAVE BEEN STAFFED FIVE DAYS A WEEK FOR TEN HOURS 
PER DAY. AS OF MAY 2C, 11,500 TELEPHONE INQUIRIES WERE 
RECEIVED; 

0 WE bET UP TASK FORCES OF HCFA STAFF IN MIAMI AND TAMPA. 

THESE GROUPS RESOLVED URGENT PROBLEMS — FOR EXAMPLE, THOSE 
INVOLVING INABILITY TO OBTAIN CARE. RECORDS OF THE 
INQUIRES HANDLED BY THIS STAFF WILL BE REFERRED TO THE 
OFFICE OF INSPECTOR GENERAL FOR FURTHER INVESTIGATION; 

t 

O WE SENT A MAILING TO ALL IMC MEDICARE MEMBERS APPRISING 
THEM OF THE SITUATION AND OF THEIR OPTIONS; AND, 

0 WE ARRANGED FOR EASY ACCESS TO MEDICARE SUPPLEMENTAL 
POLICIES WITHOUT WAITING PERIODS OR EXCLUSION FOR PRE- 
EXISTING CONDITIONS FOR THOSE WHO WANTED TO DISENROLL. 

OUR RESPONSE LEAVES NO QUESTION IN MY MIND ABOUT OUR ABILITY TO 
MANAGE A PLAN TERMINATION. WE ALSO LEARNED THAT MOST 
BENEFICIARIES WHO CONTACTED US WERE ANXIOUS TO REMAIN WITH IMC OR 
FIND ANOTHER HMO IF REMAINING WITH IMC BECAME IMPOSSIBLE. 

SINCE WE ANNOUNCED THE TERMINATION OF IMC'S CONTRACT, THE 
SITUATION HAS CHANGED FOR THE P JTER. ON MAY 14, A FLORIDA STATE 
COURT DECLARED IMC INSOLVENT AT THE REQUEST OF THE FLORIDA STATE 
INSURANCE COMMISSIONER. AS A RESULT OF THE INSOLVENCY 
PROCEEDINGS, THE INSURANCE COMMISSIONER ACCEPTED THE OFFER OF 
HUMANA MEDICAL PLAN, INC. TO PURCHASE CERTAIN ASSETS OF IMC, 
INCLUDING ITS GOLD PLUS MEDICARE PLAN,, rib THE INSOLVENCY COURT 
APPROVED THE SALE. 

HUMANA MEDICAL PLAN, INC. HAS SIGNED A CONTRACT TO SERVE MEDICARE 
BENEFICIARIES. MEDICARE BENEFICIARIES ENROLLED IN THE IMC GOLD ' 
PLUS PLAN WERE AUTOMATICALLY TRANSFERRED TO THE HUMANA PLAN 
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EFFECTIVE MONDAY, JUNE 1. WE HOPE IMC'S SUCCESSOR*, BACKED BY A 
REPUTABLE, WELL-CAPITALIZED FIRM WITH EXTENSIVE EXPERIENCE IN 
DELIVERING HEALTH CARE, WILL PROVIDE WHAT IS NEEDED TO MAKE THE 
ORGANIZATION A VIABLE, THRIVING HMO. 

IN HINDSIGHT, OUR CONTRACT WITH IMC COULD HAVE BEEN BETTER 
MANAGED. WE HAVE LEARNED A GREAT DEAL FROM OUR EXPERIENCE AND 
MISTAKES WITH IMC. OUR LESSONS HAVE LED TO OUR REQUEST FOR 
LEGISLATION TO STRENGTHEN OUR ABILITY TO ENFORCE OUR CONTRACTS 
WITH HMOS AND CKPS. SOME TOOLS WERE INCLUDED IN THE CONSOLIDATED 
OMNIBUS BUDGET RECONCILIATION ACT AND THE OMNIBUS BUDGET 
RECONCILIATION ACT. WE ARE ALSO PROPOSING NEW LEGISLATION WHICH 
SECRETARY BOWEN PLANS TO FORWARD SOON THAT WILL PROVIDE IMPORTANT 
ADDITIONAL TOOLS TO MANAGE OUR RISK CONTRACTORS- MOST OF OUR 
LESSONS FROM MAKING TEFRA WORK ARE REFLECTED IN THIS LEGISLATION. 

OUR LESSONS TO DATE 

0 THE IMPORTANCE OF THE 50/50 STANDARD. AS I NOTED, VIABILITY 
IN THE COMMERCIAL MARKETPLACE IS,, AND SHOULD BE, A PREREQUISITE 
FOR SERVING MEDICARE BENEFICIARIES. WE BELIEVE 50/50 IS AN 
ESSENTIAL ELEMENT OF OUR QUALITY ASSURANCE EFFORT, ALTHOUGH IT IS 
NOT,, BY ITSELF, A SUFFICIENT "JAkANTY. THE 50/50 STANDARD 
ASSURES MEDICARE BENEFICIARIES THAT THEY ARE ENROLLED IN A 
DELIVERY SYSTEM WHICH HAS BEEN SUCCESSFUL IN ATTRACTING NON- 
MEDICARE /MEDICAID MEMBERS. THESE COMMERCIAL MEMBERS HAVE 
EMPLOYERS AND UNIONS WHICH ACT AS PURCHASING AGENTS FOR THEM. 
MANY GROUP PURCHASERS, THOUGH NOT ALL, ARE SOPHIT*" *TED 
PURCHASERS WHO ARE PRICE AND QUALITY CONSCIOUS. BY REQUIRING 
THAT THE 50/50 ST^TOARD BE MET IN EACH AREA SERVED BY AN HMO, AND 
THAT MEDICARE BENEFICIARIES BE SERVED BY A DELIVERY SYSTEM WHICH 
IS SUBSTANTIALLY SIMILAR TO THAT SERVING COMMERCIAI MEMBERS, WE 
CAN ASSURE THAT THE INTERESTS OF MEDICARE BENEFICIARIES ARE 
PROTECTED. 

IMC'S MEMBERSHIP IMBALANCE ULTIMATELY DISRUPTED ITS SENSE OF 
PRIORITIES. IT BECAME MEDICARE DEPENDENT, UNABLE TO EXIST 
WITHOUT ITS MEDICARE CONTRACT. IT BEGAN TO PERCEIVE ITS MISSION 
AS LOBBYING TO PRESERVE ITS MEDICARE CONTRACT,, NOT REMEDYING THE 
PROBLEMS WHICH THREATENED ITS CONTRACT. 

Q THE NEED FOR OTHER SANCTIONS . THE ONLY ALTERNATIVE TO 
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ALLOWING IMC TO OPERATE AS IT DID WAS TERMINATION. THE 
DISRUPTION THAT MEDICARE BENEFICIARIES WOULD EXPERIENCE DICTATED 
THAT TERMINATION ONLY BE CONSIDERED IN THE MOST SERIOUS OF 
CIRCUMSTANCES. TERMINATION MEANT,, AMONG OTHER THINGS, THAT 
BENEFICIARIES WOULD LOSE THE ADDITIONAL BENEFITS IMC PROVIDED AT 
NO CHARGE AND THAT THEY WOULD HAVE TO FIND NEW PROVIDERS OF 
HEALTH CARE SERVICES. 

LEGISLATION WE HAVE SUPPORTED HAS ALREADY STRENGTHENED OUR HAFD. ' 
THE OMNIBUS BUDGET RECONCILIATION ACT OF 1986 ALLOWS THE 
SECRETARY TO SUSPEND NEW ENROLLMENT IN PLANS WHICH VIOLATE THE 
50/50 STANDARD. ADDITIONALLY, THAT STATUTE PROVIDES A USEFUL 
TOOL TO DEAL WITH HMOS WHICH ARE LATE IN PAYING THEIR BILLS. IT 
CREATED THE AUTHORITY FOR HCFA, WHERE APPROPRIATE, TO PAY 
UNAFFILIATED PROVIDERS DIRECTLY AND DEDUCT THE AMOUNT FROM 
MEDICARE'S PAYMENT TO THE HMO. 

WE BELIEVE THE ADDITIONAL AUTHORITY THAT WE ARE PROPOSING WILL 
ALSO ENHANCE OUR ABILITY TO MANAGE HMOS WITH MEDICARE RISK 
CONTRACTS. OUR PROPOSALS WOULD MAKE IT POSSIBLE TO SUSPEND 
ENROLLMENT OR IMPOSE CIVIL MONEY PENALTIES ON ORGANIZATIONS THAT: 

- OVERCHARGE ON PREMIUMS,, 

- IMPROPERLY FAIL TO ENROLL, OR IMPROPERLY DISENROLL, 
INDIVIDUALS, 

" ENGAGE IN ^ PRACTICE TO DENY OR DISCOURAGE ENROLLMENT BY 
INDIVIDUALS w;*TH A NEED FOR SUBSTANTIAL MEDICAL SERVICES,, 
OR 

- MISREPRESENT OR FALSIFY INFORMATION. 

WE HAVE BEEN TROUBLED BY THE ALLEGATIONS OF MARKETING ABUSES 
INVOLVING SEVERAL SOUTH FLORIDA HMOS. MANY OF IMC'S PROBLEMS 
STEMMED FROM ITS RAP7D RATE OF GROWTH. ITS MEDICARE ENROLLMENT 
WENT FROM APPROXIM>TELY 5,000 AT THE £ND OF 1981 TO 135,000 AT 
THL TIME THE MEDICARE CAP WAS SET IN JUNE, 1986. THE TEFRA RULES 
ALLOW HMOS SERVING MEDICARE BENEFICIARIES TO TAKE ONE OF THREE 
APPROACHES TO ENROLLMENT. THE HMO MAY HAVE AN ENROLLMENT PERIOD 
OF A SPECIFIED LENGTH OF TIME, IT MAY ENROLL MEMBERS UP TO A PRE- 
SET LIMIT,, OR IT MAY ENGAGE IN CONTINUOUS OPEN ENROLLMENT. IMC 
CHOSE THE LAST OPTION. IMC'S MEMBERSHIP DID NOT GROW ACCORDING 
TO A WELL-DEVELOPED M>WAGEMENT STRATEGY ,, BUT RATHER ACCORDING TO 
THE MOMENT-TO-MOMENT SUCCESSES OF ITS MARKETING EFFORT. 
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0 ELIMINATION OF THE OPTION WHEREBY MEDI CARE'S FISCAL 
INTERMEDIARIES- MAKE PAYMENTS FOR AN HMO. UNDE CURRENT LAW AN 
HMO OR CMP MAY OPT TO HAVE MEDICARE PAY FOR INPATIENT HOSPITAL 
AND SKILLED NURSING FACILITY SERVICES AND THEN DEDUCT THE PAYMENT 
FROM THE MEDICARE PAYMENT TO THE HMO. WE ARE PROPOSING TO 
ELIMINATE THIS OPTION. IMC'S USE OF THIS OPTION LED TO MEDICARE 
OVERPAYMENTS. THE PROBLEMS ASSOCIATED WITH THIS OPTION HAVE 
GROWN AS THE NUMBER OF BENEFICIARIES ENROLLED IN HMOS HAS GROWN, 
CONVINCING US THAT THIS ARRANGEMENT IS UNSUITABLE FOR A LARGE, 
MATURF PRIVATE HEALTH PLAN PROGRAM. WE BELIEVE THAT 
INTERMEDIARY PAYMENTS ON BEHALF OF RISK HMOS ARE GENERALLY 
UNNECESSARY AND ARE AN ADMINISTRATIVE BURDEN TO KCFA, 
INTERMEDIARIES AND HMOS. 

0 ALLOW MORE FLEXIBILITY TO TERMINATE A CONTRACT . CURRENT 
REGULATIONS REQUIRE THAT AN *WO HAVE 90 DAYS FROM THE TIME WE 
ANNOUNCE OUR INTENT TO TERMINATE BEFORE THE TERMINATION TAKES 
EFFECT. THE IMC SITUATION HAS SHOWN THAT AMOUNT OF TIME IS TOT 
LONG IN SOME CASES. THEREFORE WE PLAN TO CHANGE OUR REGULATIONS 
TO ALLOW MORE FLEXIBILITY WHEN TERMINATION IS NECESSARY. FOR 
EXAMPLE, WHEN OUR INSPECTIONS REVEAL SERIOUS QUALITY PROBLEMS,, A 
SHORTER TERMINATION PERIOD WOULD BE WISE, 

0 REVIEW BY INDEPENDENT ENTITIES WILL HELP ASSURE TH E QUALITY OF 
C ARE RENDERED BY HMOS AND CMPS. WHILE I WAS NOT MYSELF 
CONVINCED THAT EXTERNAL REVIEW OF THE TYPE USED TO REVIEW CARE IN 
THE FEE-FOR-SERVICE SECTOR WAS APPROPRIATE FOR PRIVATE HEALTH 
PLANS, THE CONGRESS DECIDED OTHERWISE, AND I RESPECT THAT 
DECISION. I AND MY STAFF ARE WORKING VIGOROUSLY TO IMPLEMENT THE 
CONGRESS' DESIRE THAT tEER REVIEW ORGANIZATIONS { PROS) REVIEW THE 
QUALITY OF CARE RENDERED BY PRIVATE HEALTH PLANS. 

WE ARE SIGNING CONTRACTS WITH ORGANIZATIONS WHICH WILL CONDUCT 
REVIEW. IN HALF THE STATES, THE CONTRACTS ARE WITH THE PROS 
WHICH ALREADY REVIEW THE CARE PROVIDED BY THE FEE-FOR-SERVICE 
SECTOR. IN THE OTHER HALF, CONTRACTS HAVE BEEN COMPETITIVELY 
BID, ALLOWING NON-PROS TO BID. WE CALL THESE ORGANIZATIONS 
"QUALITY REVIEW ORGANIZATIONS" OR QROS. THE LAW REQUIRED THAT 
THIS REVIEW BEGIN BY APRIL I. TIME DID NOT ALLOW FOR ALL THE 
STEPS IN THE CONTRACTING PROCESS TO BE COMPLETED BY THAT DATE. 
HOWEVER, THE CONTRACTS ARE FOR SERVICES PROVIDED AF^ER APRIL I. t 
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TO BECOME A FEDERALLY QUALIFIED HMO, A PREREQUISITE FOR SIGNING A 
CONTRACT WITH MEDICARE, AN ORGANIZATION MUST HAVE A QUALITY 
ASSURANCE PLAN. AS A PRACTICAL MATTER, THESE PLANS ARE ONLY AS 
VALUABLE AS THE HMO MANAGEMENT'S COMMITMENT TO MAKING THEM WORK. 
WE BELIEVE THE KNOWLEDGE THAT FOR THE FIRST TIME SOMEONE WILL 
EXAMINE THE OUTCOME OF THOSE INTERNAL PLANS WILL ITSELF INCREASE 
ATTENTIVENESS TO QUALITY ASSURANCE. 

AS WE HAVE LOOKED AT HOW TO MONITOR QUALITY THROUGHOUT 7«£ 
MEDICARE AND MEDICAID PROGRAMS, WE HAVE SEEN THE IMPORTANCE OF 
FOCUSING ON OUTCOMES AS A MEASURE. OUR PLAN FOR REVIEWING 
QUALITY IN HMOS IS CONSISTENT WITH THIS OBSERVATION. REVIEW WILL 
BE AT EITHER THE "LIMITED," -BASIC" OR "INTENSIFIED" LEVELS. AN 
HMO OR CUP'S PERFORMANCE WILL DETERMINE WHICH LEVEL OF REVIEW IT 
RECEIVES. EVEN THOSE HMOS QUALIFYING FOR LIMITED REVIEW WILL 
HAVE SOME CASES REVIEWED BY THE PRO OR QRO. MOREOVER, THE 
PRO/QRO WILL SAMPLE CASES REVIEWED BY THE HMO'S INTERNAL QUALITY 
ASSURANCE SYSTEM TO ASSURE THAT SYSTEM IS FUNCTIONING PROPERLY. 

WE HAVE FOUND OUR EFFORT TO OBTAIN THE BEST POSSIBLE REVIEW 
HAMPERED BY THE CURRENT LAW REQUIREMENT THAT ORGANIZATIONS WHICH 
REVIEW HMOS MEET THE REQUIREMENTS FOR PEER REVIEW ORGANIZATIONS 
WHICH REVIEW CARE PROVIDED IN THE FEE-FOR-SERVICE SECTOR. WE 
BELIEVE THAT THE REQUIREMENT THAT ONLY IN-STATE PHYSICIANS BE 
U'ED MAY CREATE A CONFLICT OF INTEREST IN STATES WHERE THE 
HMO/CMP OPTION IS NEW OR WHERE THE POOL OF PHYSICIANS WORKING IN 
THE HMO/CMP ENVIRONMENT IS SMALL. WE ALSO BELIEVE THAT 
PHYSICIANS REVIEWING CARE IN HMOS AND CMPS SHOULD THEMSELVES WORK 
IN THIS ENVIRONMENT. WE HAVE PROPOSED ALLEVIATING THIS 
SITUATION BY ELIMINATING THE REQUIREMENT THAT PHYSICIANS 
REVIEWING CARE PROVIDED BY HMOS BE FROM THE STATE WHERE THE HMO 
IS LOCATED. WE ALSO BELIEVE FUTURE CONTRACT SOLICITATIONS SHOULD 
BE COMPETITIVELY BID AND OPEN TO ALL QUALIFIED BIDDERS IN ALL 
STATES. 

OUR EXPERIENCE THUS FAS WITH HMOS ANT CMPS HAS CONVINCED US OF 
THE VALUE OF THIS OPTION AND IT HAS TAUGHT US MANY LESSONS, SOME 
OF WHICH WE HAVE ALREADY ACTED UPON, AND OTHERS WHICH aWAIT 
LEGISLATIVE ACTION. 

WE CONTINUE OUR EFFORTS TO GRAPPLE WITH THE CHALLENGES POSED BY 
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THE GROWING POPULARITY OF THE PRIVATE HEALTH PLAN OPTION. THE 
PAYMENT METHOD FOR PRIVATE HEALTH PLANS* CENTERING ON THE 
ADJUSTED AVERAGE PER CAPITA COST <AAPCC>, HAS BEEN RIGHTLY , 
CRITICIZED FOR NOT TAKING INTO ACCOUNT ALL THE FACTORS THAT 
SHOULD DETERMINE A FAIR PAYMENT RATE. OUR RESEARCH PROGRAM IS 
TRYING TO FIND BETTER WAYS TO DETERMINE A PAYMENT RATE. WE ARE 
ALSO CONCERNED ABOUT THE FINANCIAL INCENTIVES USED WITHIN HMCS 
WE ARE GATHERING DATA TO FULFILL A MANDATE TO REPORT TO CONGRESS 
BY THE END OF THE YEAR ON THE APPROPRIATENESS OF THESE FINANCIAL 
ARRANGEMENTS. 

OVERALL, THE PROGRAM IS NOW STRONGER THAN EVER. WE CONTINUE TO 
BELIEVE THAT IT IS IN THE INTERESTS OF PATIENTS AND PROVIDERS FOR 
MEDICARE TO DELEGATE DECISIONS ABOUT SERVICE DELIVERY AND PRICE 
TO REPUTABLE PRIVATE FlPitS. THE NEW REVIEW OF QUALITY OF CARE 
PROVIDED BY HMOS AND LAST YEAR'S PENALTY PPOVISION PROVIDE US 
WITH MORE TOOLS TO USE AGAINST PROBLEM HMOS. 

WE HAVE MORE EXPERIENCE IN KNOWING HOW TO MANAGE THE PROGRAM AND 
HOW TO RECOGNIZE WHEN AN HMO IS NOT PROVIDING QUALITY CARE. 
WE ARE OPTIMISTIC THAT THE HMO AND CMP OPTION WILL BECOME 
INCREASINGLY AVAILABLE TO MEDICARE BENEFICIARIES WHO DO NOT NOW 
HAVE A CHOICE. WE PLAN TO SEND THE CONGRESS LEGISLATION TO 
EXPAND FURTHER THE RANGE OF PRIVATE HEALTH PLAN OPTIONS AVAILABLE 
lu MEDICARE BENEFICIARIES. Wb WANT TO EXPAND THE PRIVATE HEALTH 
PLVN OPTION TO EMPLOYMENT- BASED PLANS. EXPANDING THE RANGE OF 
PPIVATE HEALTH PLANS AVAILABLE TO MEDICARE BENEFICIARIES BUILDS » 
ON THE TEFRA FRAMEWORK WHICH HAS PROVEN TO BE SOUND. OUR LESSON 
FOR FUTURE ADMINISTRATORS OF THE MEDICARE PROGRAM IS THAT STRICT 
ADHERENCE TO THE PRINCIPLES OF THAT FRAMEWORK WILL ASSURE THAT 
THE PLANS AVAILABLE TO BENEFICIARIES ARE SOUND # VIABLE, AND 
PROVIDE QUALITY HEALTH CARE. 

I WILL BE PLEASED TO ANSWER ANY QUESTIONS YOU MAY HAVE. 
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th2rt,S r w r ha ?£ y0 r U ' P r ^ Roper You Probably remember 
FWoSf first questior that I asked Mr. Mica was the following. Do 
thP mii S Jf te au t h0 "ties move aggressively enough to enforce 
the ; medicare demonstration of risk contracts? 

«olS 1 * to 38,1 you the 8ame Question, in view of the fact that on 
page y ot your statement, you say our lessons have led us to re- 

with HMOs ° n 8trengthen our abilit y to enforce our contracts 

a „te*^ hat fa the an8wer f° " hat question? Do Federal and State 
authorities move aggressively enough to enforce medicare demon- 
stration and risk contracts? 

the past? PER ' Y ° Ur question fa did we move aggressively enough in 

rt^IlLfiW* 1 *' D ° you generally move? I'm talking about both 
the Federal Government and, in your opinion, the States. 

Dr. Koper. It s my conviction, Mr. Chairman, that we are moving 
aggressively enough*', the present time. I don't think we were ag- 
in the past. One of the problems is until recently, 
SirL ? y tbe ° ptl0n to terminate a plan, to execute them, if you 
» 0 5 t ^ B the only availabl e tool other than jawboning. Now, 
ORRA loJT?- ^T-.T 6 intermediate sanctions through the 
OBRA legislation of last year. We seek additional interniediate 
SiSLT g the message across to a plan that they have to do 
3X? B ^ 0I ? e ^ n ^ C0I ?,? h u an ^ e with our regulations. The interme- 
hav? future IMCs ^portant in assuring that we don't 

Hwf rfe2*«: 88 ha f, been said earlier, was the largest medicare 
Sr~'n?SEL the problems that it had, we continue to hear that 
Hftw^ 8 ° f .. the enro . lle es were quite pleased with the care 
X ovi,fL W *t re gettmg ; Ana 80 m y Predecessors and I were reticent 
lv i * th t m i'- cut them from the program altogether. But final- 
»j£T b S eve that .that was the choice that we had to make 
We've doneTaf aggres81vely to terminate IMC from the program. 
«.3? Chairman. Dr. Roper, I agree with what you're saying. I 
wL'fe? y °" 38 331 lndlvldu al have in fact moved aggressively. 
You ve been m your present position for 1 year. The truth of the 
matter is that in 1984 the Committee on Aging highEed the 

fh'e nXi? T IMC 8nd F did - that for the admilistraSon and for 
vp«™ t^fS S? SUran u^ 8 Commissioner and still it has taken 3 or 4 
2frftSX the P^Wems resolved. And had you not come in a year 
^' " w f still would be in the same boat. I'd like to compli- 
ment you for the work you v C uone in the last year. 

Now Im going to assume the role of most of my constituents. 
What have you done for us lately? 

IMPf^L 1 think ^e biggest thing we've lone is terminated 

SS^iSLS? Pr0gram - Tha has ' 1 think ' ^ ven a message to the 
entire health care community, especially tre HMO community, 

nffiH«T£n n °tgomg to tolerate bad apples and our compliance 
£ 5 ?iL me . that ^ have noticed a difference in the response 
if5n,^?ii a D siting to their inquiries and their recommendations, 

M?££J2££?™ aCtl ° nS m0re 8eri0U8ly toda y than they 



did a couple of months ago. 
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The Chairman. Do you have oversight capabilities? Can you go 
into let's say my State and look over ore of the HMOs that I have 
in mind at the moment? , . 

Dr. Roper. Yes, sir. We do have that capability and we are doing 

that. . ... 11 „ 

The Chairman. So then it's your intention to really move in an 
aggressive nanner in correcting the situation no matter whe-e it is 
in the United States? 

IjJrrRoPLR. Yes, sir Indeed. . 

The Chairman. I was interested also in the legislation that you 
say that you have recommended to the committee. Can you very 
briefly describe that? . . .... , ... T . 

Dr. Roper. Sure. There are a number of provisions in tlus bill, it 
is surely going to be brought forward to the Congress. It s called 
the Medicare Expanded Choice Act. The provisions that I dwelt on 
in particular would give us sanction authority to deal with prob- 
lems of enrollment and disenrollment practices, certain . marketing 
abuses that a plan might be guilty of, giving us the ability to levy 
civil monetary penalties and take other sanctions against a plan 
that is operating outside the law, outside the regulations. 
The Chairman. Thank you. Mr. Mica. . 
Mr Mica. Thank you, 3ir. In describing the Mica legislation, by 
which we were pleased that we were able to take the lead in some 
of this, I guess my question goes back to, maybe predates your 
time. Where was HCFA? You know, I can tell you, and I m not an 
expert, but I worked with an expert in health care for a little 
while. T know enough about HMOs to know that if you have 100 to 
200,000 members, 70, 80, 90 percent will probably always be satis- 
fied because they go in, they get an aspirin, they get a bandaid and 
they love it. The Federal Government pays $100 a month for that. 

But what we are talking about is where people needed surgery, 
they needed hospitalization. Our review of the record shows that 
IMC heavily underutilized hospitals. One of the complaints was 
that oftentimes people were dying and they needed specialist care 
and they were given just medication. So what I would say to your 
answer that we have checked and a lot of people were happy is 
that I hope the Federal Government can devise a method to tind 
out not only who is happy but the type of care they get. 

I talked to one person who called me up and said I love HMUs, l 
love IMC. I said well, have you utilized it? He said no, I never 
have. Well, he was happy. He had never used them. And 1 talked 
to many people when they got to that problem of needing surgery, 
and that's where it all came together and got stuck. 

Dr. Roper. Your point is well made. But, just for the record, 1 
want to make sure everybody understands as you do that all ol the 
complaints we got from all sources, including from Members ol 
Congress, have been sent to the Office of the Inspector General. 
They are pursuing a number of investigations about specitic com- 
plaints and there well may be forthcoming action in regard to 

those. We're putting in place a very detailed 

Mr Mica. I have not addressed this because we re one congres- 
sional office with a very limited staff. We have been working on 
this. We don't have ar answer. You have an entire, I don t want to 
say bureaucracy, an entire army of technical, well-trained people. 
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What do you propose to do about underutilization in HMOs where 

T&fvL real S want to ? ve th . em bandaids and medication? 
iheres been at least one and maybe two Federal studies that indi- 
cate that there is a tendency in HMOs to overmedicate and under- 
rate. We don t want to go the other way: under other systems 
we have an overemphasis on operations and surgical procedures. 
How are we going to balance that? F 

Dr. Roper. We re doing several things. 
^Xl 3 *' £0 back to the question of complaints, we are putting in 
place a detailed system that will track any and every compliint 
that we get and fully investigate that complaint so that we are 
aware of specific complaints and also aware of any patterns that 
might emerge. r 

As to the general question of what you do about undertreatment, 
people not getting access to needed care, however you want to put 

u\irt 58 botn a toe 0 "* 10 * 1 and a practical concern about the way 
HMOs are arranged. 

diui!^^ °f i tha r that we are P uttin g in P lace now the over- 
fly th 5 qu ^ ty of care m 10108 usin & peer review organi- 
zations and quality renew organizations. 

The specific methodology that those review organizations will use 
f i patients wh ,° were put-patients and who never made it 
to hospitals. For example, people who had high blood pressure and 
ma ««f re n ° ad , e( l , ? atel y looked after, or people with diabetes who 
$£, ™ r/ 6 eQ - y mterven t 10n and good control of their diabetes, 
ine quality review mechanism is designed to make sure that we 
look for the possibility of undertreatment. But let me just end bv 
^ n ?i,n hlle ""^/treatment is a very real consideration, a con- 
cern that we want to pay attention to, I don't think it should be 
viewed as an indictment of prepaid health plans in general. Other- 
wise™ ~ 

Mr. Mica. I agree with that. 

Dr. Roper. I heard your earlier statement, but let me just add, 
tor up until now, the whole health care system has been oriented 
toward doctors and hospitals having incentives to do more for pa- 
tients. Now, m prepaid plans, they have an incentive to do less. 

And we need to balance that out so it's done 

«„ feVfi .SpecHkaJJy with regard to actions of the past, is there 

^„upli n j •S t, ^ atl0n ' 18 th . e Inspector General's office looking 
at wny HLb A didn t move earlier on an investigation into the indi- 
viduals who went from HCFA to work for this company? 

Dr. Koper. Those individuals are being investigated. We've done 
a thorough investigation 

Mr. Mica. Have you ever had political pressure leveled at you 
not to become involved, or to lay off? 

Dr. Roper. No. 

•^'JIFmSiS 0 y ?, u have ' 1 don,t know what the estimate is, $40, 
$5U, $80, $100 million m creditors out there-have you and Mr. 

resp^sib?lityis°t? 8 866 that th ° Se pe ° ple 8re paid? Whose 

m P a ^ RoPER - We're working very closely with the Insurance Com- 
missioner s office, v ^d have very good cooperation right now. How 

fuf *» o re tol ?' ^ ow ma . ny , credi tors there are, the total amount 
that s owed to them, I don't know right now 
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Mr. Mica. What's the latest estimate? 

Dr. Roper. It's many millions of dollars. He can give you the 
latest answer. We are anxious that especially claims owed to bene- 
ficiaries are handled as quickly as possible. The potential source of 
funds to satisfy those claims is the money that Humana paid tor 
IMC and the insolvency insurance that IMC had. . 

Mr Mica. I know I'm pressing the committees time. One quick 
poin+, on Humana. They bought it out. IMC is not in compliance 
with the 50-50 rule. What are you going to do a year from now or I 
years from now or 6 months from now to bring IMC into compli- 
ance? 

Dr Roper. We've given them a series of milestones that we 
expect them to meet and they're to come back to us by September 
1st with a detailed plan on how they're going to enroll nonmedi- 
care people to get the numbers down. 

Mr. Mica. Can I get a copy of that? 

Dr. Roper. Sure. _ . , - 

[The following material was subsequently received trom Mr. 

Roper.] 
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Contract Requinacnt with Humana to Meet 
Medicare Enrollment Standard 

. Exception to Composition of Enrollment Standard 

?i n |5?^S?i° , , tl ? c ° nd,t,0ns s P ec ''* ed »n « CFR (117.013(e) and Section 
yJiZttXJXC) of the Omnibus 3ud?*t Reconciliation Act (OBRA) of 1986 
(P.L. 99-509), an exception to the composition of enrollment standard, is 
granted to Humana Medical Plan, Inc. 

H " ma ™ Med,raJ P,an ' ,nC " r * rees ' the p .vis.ons of Section 9312(c)(3)(C) 
ol OBKA to make reasonable efforts to men scheduled enrollment goals 
consistent with a schedule of compliance approved by the Secretary. Humana 
Medical Plan, Inc., agrees to submit a schedule of compliance to the Health 
Care Financing Administration (HCFA) for review by September 1, 1987. 
Such schedule jhall project both Medicare and commercial enrollment, on 
a monthly basis, through one year beyond the date on which compliance with 
the 50 percent requirement is projected to be met. The schedule shall be 
accompanied by a detailed market analysis which supports the enrollment 
projections. 

The current exception to the enrollment standard applies throu,^ March 31, 
19SS. At that time, if enrollment of Medicare and Medicaid members is ' 
ess than 70 percent of membership, a orw-year extension will be granted 
to March 31, 1989. If enro.iment of Medicare and Medicaid members is less 
than 60 percent of total membership on March 31, 1989, a further one year 
extension will granted. 

Medicare/Medicaid Enrollment Cap 

Humana Medical Plan, Inc., agrees that during the period of the exception 
(refer to paragraph 1), Medicare/Mt-dicaid enrollment may ,iot exceed 130,000. 

Benefits and Premiums 

Humana M-dical Plan, Inc., agrees to publicly offer and provide throughout 

D^ImlV 8 ;? n «i? ,hS ° f th f C ' ntfaCt thC beneflt P acka * e contained fn HCFA's 
December 31, 1*86 notice of approval of the ACR submitted by International 
Medical Centers, Inc. (attached hereto) 

Marketing Materials 

Humana Medical Plan, Inc., agrees to submit any marketing materials to 
HCFA for review at least *5 days before their panned distribution. 

Health Services Delivery Sv;<em 

Humana Medical Plan, Inc., agrees to make any necessary changes to the 
health services delivery system toassu-e that the full range of services for 
wr.cn Medicare members have -ontrai.<ed are available, accessible, and 
lurnished in a manner that ensures continuity and quality of care. 
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The Chairman. Thank you. We are row under the 5 minute rule. 
The committee now recognizes the gentleman from Florida, Mr. 

Pepper. . 

Mr. Pepper. Thank you very much, Mr. Chairman. 

I wish to commend you for having this hearing because I think 
it's very much in the public interest. I'm sorry I haven't been able 
to attend all of it, and I'm afraid I've got to go back over to the 
Capitol after I make a brief statement. t 

Dr. Roper, I want to commend you for what I think has been 
your fairness in dealing with the problems in our State, with which 
I am familiar. I think you've tried to be fair to everybody involved, 
the public as well as the private sector people. I have heard you 
say before and I hope you repeat it at this hearing, that the unhap- 
py experience we've had with some HMOs does not cause you to 
oppose the concept of the HMO. I strongly favor that concept. I ve 
fought for every HMO to get an opportunity to Darticipate in the 
program. Some of them have disappointed me. On the whole, the 
HMOs have rendered moie medical care to the elderly than they 
would have received otherwise, according to my information. So 
the fact that some have failed in living up to their obligation d9es 
not cause me to decry the whole syite*r of HMOs. I have a relative 
who had a serious illness, was in the hospital, belonged to an HMO 
in Florida, and the bill was $13,000. These are just middle-income 
people. The HMO paid the whole bill. And then one day they told 
me that the HMO called up and said to the head of the family, t*e 
man said, "yoa haven't had a checkup lately; we'd suggest that yo i 
come in and have one." Which I thought was a good idea. 

So I do think the institution is a good one. It does require more 
careful surveillance and examination. To that end, I am going to 
introduce a bill, unless you provide that in effect by regulation, to 
set up a community review board, primarily of senior citizens, who 
belong to HMOs, to give them authority, promptly— not to have to 
wait JO days— to review complaints that people may have about the 
administration of the HMOs. I think we should have a closer rela- 
tionship to what the HMOs are doing, closer surveillance, over 
their activities. We should keep in touch, and the people should be 
heard, by people who are sympathetic and knowledgeable. Just like 
I recommended to our former Governor that the inspectors in our 
r ursing homes should be senior citizens. They'd be more knowl- 
edgeable of what to look for and more concerned about the care 
that the senior citizens are receiving. So I hope you will give con- 
sideration to setting up community review boards in every commu- 
nity where there are Tf MOs operating, composed primarily of 
senior citizens covered by HMOs and of course subject to medicare, 
giving them instant authority to deal with complaints that may be 
made about HMOs. t 

Mr. Chairman, if I may just add one other thing. I m sorry I will 
not be able to stay to hear the rest of this hearing. Our distin- 
guished representative from Florida is our State Treasurer and In- 
surance Commissioner; he's a fine public servant, a distinguished 
former Member of the House and has done a commendable job in 
the general supervision that the State has given to the HMOs in 
Florida. So others will no doubt make a formal introduction but I 
want to commend my honorable friend here Bill Gunter, who is the 
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rfSfclSS 6 ^ I S surauce and a L so one of the outstanding citizens 
ot ^ r Thank y° u very much, Mr. Chairman. 

Mr" Bia^gi IRMAN ' y ° U ' Mr Pepper The Chair recognizes 

Mr. Biaggi Dr. Roper, how much time was given to IMC to 
make necessary changes in their behavior pattern after HCFA pro- 
vided the corrective action plan on June 27^1986^ 

Dr. Roper. On May 30, 1986, 1 told them that they should suxmlv 
this corrective action plan. They did in July and we steyed afte? 
them to adhere to what they told us they 4u?d dTand they did 

Mr B^lfeS 18 ,* 0 T terminat V* them Ma? U98 I 
Mr. biaggi. that s almost a year, isn't it? 
Dr. Roper. Yes, sir. 

in K IAGG J: How can you testify the length of time, particularly 
nothtoVcha^Ter ^ g ° mg t0 78 perCent ^ that ' s 

1 year, and 

we?e rSLtef fw"' b f CaUS f dur | ng that P eriod of time we 
wfll hi K y u *i ha . JUS ^ next week or the week after things 

th" trfl n^Tt 0 ** 18 g ° mg t °, C , ome in and P urcha «e IMC and 
I e \i^A ne t0 ,, g0 away 88 a P ro blem. And because the vast ma- 
SFhSS? 3 enr ° lleeS wer e quite satisfied with their carl.and Tur- 
oualitvS^ 6 W6re Satisfied that a11 beneficiaries were receiving 
quality health care services, we chose to stick it out. Ultimately mv 

FromTe ^ March of this ^ a * d - torminateM 
In retrospect, it went on too long. 

sr m tome^M^ y ° U f were * ol . d - ^ light of the facts, it would 
judgment J acce Pt>ng their comments at face value was 

Dr. Roper. We did not accept it at face value, sir. 

rectinc /t AG l5iH ™? Z*™ t0 - d time f nd time a e ain the y were cor- 
recting it. Did you have evidence of the fact they were correcting 

Dr. Roper. Yes. We had evidence given by the fact that we haH 
our staff almost continually on site in Miamf and Tampa revTewine 

ments ^ Sevdfd^i f d / he W re m , aking a numWimprovl 
TW h™L n0t u lde d °wnhill totally in that almost year time. 

Mr Bugg nZfcf ^Tvf in com P lia "ce with ourdemarSs. 
Dr RoJe? sSre potential buyer enter into your decision? 
Mr. Biaggi. Why? 
Dr. Roper. Because 

havtteercorre^teT 86 ^ "* Situati ° n that should 

Dr. Roper. Because th° prospect of p. buyer held out the r ea of 
new capital, which they desperately needed, but especSlv new 
management. We did not have confidence in the existtoe mlr^Z 
nwnt and we believed that a n^w firm would brinTin nlw S£ 
with new management to oversee this plan. P 
Mr. Biaggi. The focus should have been on just what thev were 

? £ £. i5r d W man y People were satisfied; I'm sure they 
» HMO !5 fJ 1Ca teUs me that he questioned some people about 
). HMO and they were very happy. And he said, "have you e?er 
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used it?" and they said no. I don't know which body is more domi- 
nant. Those that are happy because they've never used it or those 
that have used it. So it leaves a question. . , . 

Dr. Roper. Let me just add another point that I mentioned in my 
earlier testimony. This began in the spring of 1986 T n the OBRA 
legislation the Congress passed in October of 1986 .e were given 
some ability to act short of a full termination. We still seek greater 
intermediate sanction authority, but during most of this time 
period we had only one choice open to us— either stick with it and 
try to jawbone them into shape or terminate them entirely from 
the program. , . _ _ TT . m , , 

Mr. Biaggi. If thiF ondition occurred again with an HMO, would 
your conduct be the same, would you give them as much time? 

Dr. Roper. We wouldn't let it go on as long, no, sir. 

Mr. Biaggi. On Page 11 you mentioned additional authority you 
need such as imposing sanctions on organizations. Would you have 
used that authority against IMC? , 

Dr. Roper. Surely we would have used the sanctions had we had 
them available. I would have used them in June of 1986, when I 
got there. 

Mr. Biaggi. Thank you, Dr. Roper. 

The Chairman. Thank you, Mr. Biaggi. We have a vote on the 
floor, Dr. Roper, which means we have approximately 8 minutes in 
which to answer the roll call. The strategy originally was to let Mr. 
Mica go and then we would leave when he came back. He has not 
arrived, so we're going to have to recess until he does arrive and he 
will continue in our absence. So we'll be in recess I hope for no 
longer than 5 minutes. 

[Recess J 

Mr. Mica. Dr. Roper, was there a failure of coordination between 
Federal and State officials early on in this, predating your activity 
or during your active involvement? 

Dr. Roper. I think it has been said earler we had some learning 
to do about just what our role was, what our laws and regulations 
were and what the State's role and laws and regulations were. 

I think we have learned a great deal and are fully coordinating 
what we're doing now. 

Mr. Mica. Do any of the legislative recommendations that you 
are submitting address the coordination problem or do you feel you 
don't need this? . 

Dr. Roper. I think we've gotten that one under control. 

Mr. Mica. We didn't have a current figure on how much is owed 
on IMC, did we? 

Dr. Roper. Mr. Gunter I think is the one , 

Mr. Mica. How many HMOs are there? And I ve had this infor- 
mation in the past, and don't have it at my fingertips. How many 
HMOs are there in the United States that are federally certified, 
how many people are members of those HMOs? # , 

Dr. Roper. Are you talking about all HMOs or those that partici- 
pate in medicare? 

Mr. Mica. Break it down either way. 

Dr Roper. Almost 500 federally qualified HMOs. Of those, 152 
have medicare risk contracts. And in the medicare risk contract 
business we've got approaching 1 million medicare beneficiaries en- 
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rolled at the present time, by essentially every State in the Union. 
o4 btates have medicare risk plans. 

rJUl D Ml ^u Are you ^ aving Problems similar to IMC in any other 
regions of the country ; 

Dr. Roper. No, sir. 
«Wo M -lu A< We ' re °! > Y iousl y waiting for a few Members but let me 
SSS Ti o y °V W 11 ? 3 ' 6 that w as real. I woke up the other 
"Si? \ 2 or J. ?, clock m the morning, and couldn't sleep, so I 
££5h£ ^ n?- 6 ^Pfe 11 ?/ d . lis tened to a radio station from 
somewhere in Ohio. Maybe thxs rings a bell. The 2 o'clock news 

Sif ds^where Jl ""' f g ° ne bankrupt And 1 thought, it's hap- 
Dr. Roper. It happens all the time. 
Mr. Mica. This is a common occurrence? 

h5Sv? R " W - e11 ' that ' s a flip commen t. it happens all the time. 
SoL ^ j are in8ur ance companies and businesses of all sorts are 
started and prosper and fail every day in this country. 

IMcf" y haVe 40 h ° ld reSerV6S 40 pay off debts ' J' ust like 

Dr. Roper. And they hav 2 to have insolvency insurance. 
Mr. Mica. Are the reserves sufficient? Should we raise the re- 
serve requirement, the reserve levels? 

thSLi?^ , Th \reserve Requirements typically come about 
tnrougn State *aws because HMOs are insurance companies under 
Mate law and the reserve requirements vary. But we believe t„ey 
are adequate Federally qualified HMOs have to meet our stand- 
ards and we think those are adequate. 

Mr. Mica. Should we set a mirimum floor for reserve require- 
T£t H a l should meet? 1 assume from what you're 

allthe creditors msurance comnan y that's going to pay off 

iJSl R ° P ! 11, ff the systeni works right, it will. We've got a glitch 
m the system right now. They have under our regulations, insol- 
«»v y *i, in ? Ur fl nC3 a . nd the insolvency insurer is trying right now to 
minute terminated their insurance just at the last 

cancel^ £ US the insolvency insurance ^mpany 

Jfc 5r°o E . R A Th - y ' r f * iyfag *P flgure a wa y to get out of it. Yes. 

Mr. mica. Again, does your legislation address any insolvency in- 
surance requirements or minimums and should we? Do you think 
we should leave it up to the States? y 
p j£. R ° PER - fo become federally qualified, to get a medicare risk 
contra- „ we already have standards in place that I believe are ade- 

SSSLiJ?" W ,^ e / Skm l about other HMOs beyond those that are 
federally qualified and I don't believe that there ought to be a Fed- 
eral standard for those. 

„oWw ICA ' W L th - the Sreatest respect for your opinion, I'd like to 
Tlook aUt U t0 US and maybe have the committ ee ta*e 

Dr. Roper. Sure. 

Roper] following mater ial was subsequently received from Mr. 
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INSOLVENCY PROTECTION FOR HMO/CMP MEMBEPS: 
FEDERAL REQUIREMENTS 

1. Legislation 

Sec. 1301(c) k-ach haelth maintenance organization shall— 

fll(A) have a fiscally sound operation and adequate 

provision against the risk of insolvency which 
is satisfactory to the Secretary. 

(8) adopt at least one of the following 

arrangements to protect its nembers from 
incurring liability for payment of any fees 
which are the lege! obligation of such 
organisation. 

(A) a contractural arrangement with any 
hospital that is regularly used by the 
members of such orgenizetion prohibiting 
*uch hospital from holding any such 
member liable for payment of an> fees 
which are the legal obligation of such 
organisation; 

(B) insolvency insurance, accepteble to the 
Secretary; 

(C) adequate finenciel reserve, accepteble to 
the secretary; and 

(D) other arrangements, ecceptable to the 
Secretary, to protect nembers. 

except that the requirements of this peragraph 
shall not apply to a health maintenance 
organisation if applicable Stete lew provides 
the members of such organization with 
protection from liability for payment of eny 
fees which are the legal obligation of such 
organisation. 

Sec. 1876(b) For purposes of this section, the term 

"eligible organization" means a public or 
private entity (which may be a health 
'maintenance organization or a competitive 
medical plan), organized under the laws of eny 
State, which— 
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2. 



' 0 r„ a n ? Ua H fled health maintenance 
l3ioM?"£i°?,. ( " defiJled 1 ection 
Act?. ( or the Publlc Health Service 

"(2) meets the following requirements. 
(2) The entity has made adequate 
?£2tf" lon "9 alnst the risk of 
«M^ y ' Whlch Pulsion is 
satisfactory to the Secretary. 

Regulations (applicable to both HKOs and CKP«, 

Sec. 110.108(a) (1, E ach HMO shall have a fiscally sound 
operation as demonstrated by: 

(1V ' al?oS" for han " ln 9 insolvency which 
fit ?f or continuation of benefits 
^r^5% dura 5 lon of the contract 

mtde LSI "?} Ch F aymant has ^en 
made and continuation of benefits to 
members who are confined * ?he date 

?L ? ? 1Ve "^ ln M ^Patient 
facility until their discharge. 

to ?n. a ie d cre a ta^ ln o a p r rotecT?rs S '^llt^ 
incurring liabilitir !!. members from 

vhich .re 9 rhe'lega? Ul&S t 0 ? 1 S£ , «~ 

These arrangements may include: 

(A ' ?rSvId 8 er t s ft u« : a . rr n n9en,e 2 tS Wlth healt h care 
Drohib?r S n^ S ?K by men,b ers of the HMO 

Sny^member^ ^t^r^yme'nT f °anv n ? 
$ich are the legal^bfi'^^^/ees 

insurance, ecceptable to the Secretary; 
Financial reserves, acceptable to the 
fes C t r r1ctSd for' " e h ? Id for the°HMS e and 
insolvency;^ 0 " ly ln the event ° f 



(B) 
(C) 



(D) 



Secretary. 8r " n9en,entS acca Pteble to the 
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(11) The requirements of this paragraph 
do not apply to an HMO If the 
Secretary determines thtt applicable 
State law provides that members of 
the HMO may not be liable for 
payment of any fees which are the 
legal obligation of the HMO. 

3. Federal Guidelines 

See attached Insolvency Protection Policy Issuance 
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DEPARTMENT OF HEALTH k HUMAN SERVICES 



MAY 16 G66 



WMftngton. DC 20201 
OHMO Rm. 9-1 1 Parklawn BiOg. 
Rockville, MO 20*57 



OHMO Program Information Letter 
t*-02 



INSOLVENCY PROTECTION 



Background 

The HMO Act (Title XIH of the Public Health Service Act) and its implementing 
regulations (at « CFR Part 1 10) require (1) a plan for handling insolvency which 
Allows for continuation of benefits (Section U0.10S(aXlXiv)), (2) arrangements to 
proTect members from incurring liability for payment of any fees which are the legal 
obligation of the HMO (Section 110.10SUX3)), and (3) the maintenance of • fiscally 
***** opera*ion (Section 110.108(aXl)). The determination of an HMO's fiscal soundness 
or its ability to maintain an ongoing operation and, therefore, avoid Insolvency. Involves 
a careful analysis of the HMO's balance sheet, profit and Iocs position, and Its ability 
to maintain sufficient cash flow and adequate liquidity to meet obligations as they 
become due. Demonstration of fiscal soundness at any point In time, however, can 
never eliminate the risk of insolvency. Therefore, while the maintenance of a fiscally 
fET?, 0 ^^ ** ^P 0 *** 1 " to managements efforts to prevent insolvency, Sections 
l>0.10»(aX!Xiv)and U0.10IUX3) specifically address thOffi^s plans and arrangements 
for protecting members when Insolvency occurs. This distinction is material to the 
development of OHMO*s insolvency protection requirements. 

The insolvency protection requirements for competitive medical plans (at *2 CFR 
Section *17.*07(cX5» are Identical to those for federally qualified HMOs. Therefore, 
•Ji references to HMO requirements are applicable to CMPs as welh 

The Implementation oj the Federal '^solvency protection provisions are based on 
consultation with the National Association of Insurance Commissioners and an understanding 
of the provisions in the NAlC's model state HMO law concerning insolvency protection 
arrangements. Specif icaily, OHMO has adopted the NAICs principle of "uncovered- 
expenses and the requirement for restricted funded reserves based on the amount 
of uncovered expenses. 

Uncovered expenses are the costs of health care services that Are offered by an 
HMO for which an enrollee would also be liable In the event of the organization's 
insolvency. These are expenditures for health care services for »hich the HMO is 
at nsk. They will vary In type and amount, depending on the arrangements 0 f tin. 
HMO. They may Include out-of-*rea services, referral services and hospital services. 
They do not include expenditures for services when a provider has agreed not to 
bill the enrollee even though the provider ,$ not paid by the HMO, or for services 
that are guaranteed, insured or assumed by a person or organization other than the 
Hun ** 
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Basic Requirement 



The basic requirement, to demonstrate compliance with the insolvency protection 

Jrovmons X the HMO Act and regulations, is that an HMO ev.dervce 

fo? continuation of benefits to members and protects of members from HMO .abmt.cs. 

To satisfy this requirement, an HMO must demonstrate that it riasar range merits 

Tn place to cover at least two months of health care expenses in the event it becomes 

Insolvent. 

One month would cover health care expensei incurred ^ , J..^^ in H ^ m . 
was declared insolvent. This recognizes that a failing HMO will be o*hjnd in P*Y^8 
£ bHIs (Note - an HMO may be behind in paying its bills by more than one month, 
but OHMo b^Ueves a reasonable way to meet the HMO Act requirements i, to cover 
one month's bills ). 

The second month would cover health care expenses «Iter the HMO* was declared 
insr'vtnt for the continuation of benefits for the duration of t£ contact £"od 
or wh.o. payment has been nu.de and for the w™"*' 1 ?^^^ 
who are confined on the date of insolvency in an inpatient facility until their discharge. 

Arrangements to Cover Expenses 

An HMO may make various arrangements to cov.r health care expe ises. These arrangement* 
are reviewed for sufficiency. Examples of *ucn arrangements follow. 

1. insolvency Insurance . HMOs often buy an Inaojvency rider to ^J'™?'™' 
contracts which cove rs the expense, to be paid for continued ber* f,u a^ 
mWlvcmcy. In order for the second month's expenses to be cx^.dered fol^r 
covered, th» policy must continue benefits to members who are con^^n 
th^ date of • Slvcncy in an inpatient facility until their discharge, wjjjjjjj 
dur^on o the comrict periodfor which payment has been made^f o^^bles 
apphc^le to the reinsurance portion of the policy are applied^ to the into Ivency 
benefit, the expenses are uncovered to the extent the deductible applies. 

Some insolvency insurance policies exclude coverage ^,,^^^1^*.^ 
enrolled in an HMO. Because Medicare beneficiaries will be imm ^*2 ^ SveiJSr 
to fee for service in the event of an HMO insolvency, the expenses after > n f^" Cv 
or Medical basic benefits will be considered covered. Howeve , v any supp Rental 
benefits which the HMO provided to Medicare beneficiaries will be considered 
SclveVeJ unless the insurance policy or other arrangement continues those 
benefits. 

2. HoM harmless provisions . HMOs often cover many of the expe^^c^d 
prior to insolvency by including in their provider agreements -hold harmless 
p7oTis 0 ons^,l lR ^ng the proviSer to look only to the HMO ^™*«Zlt« 
circumstances to bill or otherwise claim compensation from ^"j^*™™^ 
, r M vment of covered services. The Nat onal Association of Health Maintenance 
oU^^^S^tmOfO and the National Association of^ Insurance 
oSSZ oner, CNA1C) nave adopted guidelines to assist HJ^^^ to,on 
in the area of hold harmless provisions A copy of the V*^* » jj« 

,n OHMO Program lnlormation Letter 8&-01, issued on February J. »S6. II 
a federally qualified HMO ebcts to use hold harmless provisions to 
use of thefcfit two par.g-.phs of the sample provision at the ^Vf or fJch 
has been found acceptable by OHMO. Alternative language proposed for such 
use should adhere to the guideline. 
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6. 



HMOs that capitate a medical group for all physician services, including some 

prov»s»ons in the HMO/grou? agreement will cover all physician expenses for 
the witt ,vior to insolvency. Since specialist physicians outside the group 
are not legally obligated by that agreement to look only to the HMO or the group 
or payment for services, those expenses w iu be considered uncovered unless 
the specialist physicians themse'ves have entered Into acceptable hold harmless 
agreements or ©the. acceptable arrangements to cover those expenses have 
been made. 

• Continuation of benefits provisions i n wme cases provider contracts include 
language that obligate-, the provider to provide services for the duration of the 
M l t«< '^J?* "»°» v ««y vhich payment has ^ made (typically, 
up to one month) and until the enrollee,' discharge from \u\ jtient facilities. 
Continuation of benefits provisions are much less common than hold harmless 
provisions, *kJ will be considered to cover expenses only when the language 
is clear that the provision of services and the member protection are intended 
to apply after the HMO's insolvency. 

Letters of Credit. Federally qualified HMOs may make use of a bank letter 
of credit to meet a portion of their insolvency protection responsibilities. A 
bank £tter of credit used for these purposes is essentially a surety bond and 
J?J? dm,n « u 1 , * hed » tw* jine of credit, which is used tr fund ongoing 
operations. Only a maximum of jdlTof the estimated amount of uncovered 
expenses may be cowed by the letter of credit. The remaining *>% must be 
2? ? * ll ? er t 7* n * emen »- Criteria for letter of credit acceptability 
' 2 ^ " m £f" of • ec «K" e lelter » of cr«rfit are included in OHMO 
Program Information Letter 85-02, issued on November 25, 1W5. 

Restricted Stcte Reserves. Many States have fiscal requirements that HMOs 
restrict a portion of their reserves to protect enrollees in the event of an HMO's 
insolvency. ?f these reserves are legally restricted, they may be used to cover 
expenses and meet Federal insolvency requirements. Ordinarily, such restricted 
reserves are on deposit with a state official, $ UC h as the State Treasurer, and 
may not be obtained by the HMO to f.nance operating delicto. H the State 
reserve requirement is only a balance sheet surplus or equity requirement and 

fi? ^i^hlTi! r " tr,c ? ed ' tnc not be used to cover expenses 

tor purposes of the Federal insolvency requirements. 

feg' Co */ K an i" S from **** P*' 1 "" «>me discussion. In all cases 

where there are third party guarantees, tM guarantor will be analyzed to assure 
that it has finances to cover the estimated uncovered expenses. However, a 
distinction h made between regulated and nonregulated guarantors with respect 
to the extent to which the guarantee may cover the uncovered expenses. 

a. L ejulatedCuarantors. if the guarantor is a regulated insurance company 
OHMO determines that the guarantor has adequate finances to cover 
uncovered expenses, then the guarantee may be used to cover all of 
the HMO's uncovered Expense*. 
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b. Nonrejiulated Guarantors . If the guarantor Is not a regulated Insurance 

company, then Its guarantee will be accepted without the need for a restricted 
reserve only when the guarantor has achieved an adjusted net worth (net 
wortn (total tssets less total liabilities) minus intangible assets minus lines 
of credit minus guarantees) of at least $500 million, if the nonregulated 
guarantor has not achieved an adjusted net worth of at least $500 million, 
then m order to substantiate the guarantee, It is required that the guarantor 
restrict a portion of it* asseti equivalent to the value of expenses that 
the guarantor is agreeing to cover. 

if the guarantee arrangement is for more than one HMO, the guarar :or 
will need to restrict a reserve .qual to the larger of (1) the expenses for 
the HMO with the largest amount, and (2) 50% of the sum of expenses to 
be covered lor all the HMOs under the arrangement, provided that the adjusted 
net worth (as defined above) of the guarantor is at least twice the sum 
of the expenses to be covered. If the adjusted net worth of the guarantor 
is Jess than twice the sum of the expenses to be covered, then the guarantor 
must maintain 100% of all the HMOs' uncovered expenses in a restricted 
reserve. 

7. Net Worth . The net worth of an HMO will be accepted to reduce the amount 
of or the need for a restrict*:! reserve when the HMO has demonstrated sufficient 
net worth and an adequate history of generating net income. To be considered 
as having had an adequate history of generating Income, the HMO must have 
had a cumulative net operating surplus during the three most recent fiscal years, 
and a net operating surplus during the most recent fiscal year. 

To calculate the sufficiency of net worth, the minimum reojiirements are $1 
million excluding land, buildings, and equipment and $5 million Including land, 
building and equipment. If the HMO's adjusted net worth (as defined above) 
is less than $35 million, then for cadi whole unit of $250,000 of net worth in 
excess of the minimum requirements ($1 million or $5 million, as applicable), 
$100,000 of the excess can be used to cover uncovered experv.es. If the HMO's 
adjus* :d net worth is at least $35 million, then all of the excess net worth can 
be used to co\er uncovered expenses. 

g. State Law . The requirements discussed above do not apply to an HMO if OHMO 
determines that applicable State law provides that members of the HMO may 
not be liable for payment of any fees which are the legal obligation of the HMO. 

Calculatio of Uncovered Expenses 

After considering all contractual arrangements and restricted State reserves to cover 
expenses, the amount of expenses uncovered ■* -alculated. Attached are two uncovered 
expenses calculation work sheets. Attachme... ^ is for use by HMOs applying for 
Federal qualification. Attachment B is for use by federally qualified HMOs applying 
for expansion of their qualified service areas. This attachment is also used for ongoing 
compliance monitoring. The HMO must make arrangements to establish a funded 
restricted reserve equal to the value of the uncovered expenses for the protection 
of the HMOs members in th* event of an insolvency. 
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R«tr»cted Reserve . If the HMO already has on deposit with a State a restricted 
reserve established meet the State's reserve requirements but the amount is not 

ll^Hl ,°J^: e , ^ HM0 ' , unC0vered ex * nle$ ' thc HM0 *P°"< «dd.tional 

£ COve ' ^ «Pf nses if the State is will.ng to hold the additional 

V •PP™<* frequently used by HMOs to fund a restricted reserve 
VJLZ f *1 * I"! A * rc€men, with • **** whereby funds .re deposited »nto the 
"S*^ on,y ll ,n M ,he , event of ,hc HM0, » insolvency. It is essential that the 
£ ,V *" a ",f f " bv HMO to fund ongoing operations. The Trust 

A&ZZT ? 0ll,d SL° V,d ! th * t tppr0vti of 5ute «" OHMO iwequired be I ore 
disbursements can be made from the reserve. 

Frank H. Seubold, Ph.D. 

Associate Director for 

Health Maintenance Organizations 

Attachments 
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Attachment A 

HMO QUALIFICATION 
Uncovered Expenditure! Calculation Worksheet 

L Total Health Care Costs Amount 

I. Total yeir* health care costs . 

following anticipated qualification 

* Line I! divided by 12 

3. Total costs for two months — . 

(line 12 x 2) 

0. Covered Expenditures (Explain 



1. • Insolvency Insurance 

2. Hold harmless contracts 
"* (hospitals, physicians) 

3. Continuation of services 
provisions in provider 

V contracts 

4. State restricted reserves 

5. Guarantees 

6. Other arrangements 

7. Total 

lit. Uncovered Expenditures (tine L3 minus Line D\7) 



each item) 



Month Month 

before after 

in solvency insolvency Total 

xxxx 



xxxx 



xxxx 



xxxx 



xxxx 



9 

ERLC 



f?8 



65 



Attachment B 

HMO Expansion 



Uncovered Expenditure* Calculation * orSqh— t 

• it 

I. Tot*; Health Care Colts Qualified Areas* Newf 

I Total year's health 
care costs 

2. Line |. divided by 1 2 

y TotaJ costs for 2 months 
(Line XI. 2x2) 



n. Cover, jtpenditures 

(Attach explanation for each Item) 

J. Insolvency Insurance 

Cne monfr after insolvency 

2. Hold harmless contracts 
One month before insolvency 

3. Continuation of ser ices 
provisions in provider 
contracts 

One month after insolvency 
State restricted i eserves 

5. Guarantees * 

6. Other 

7. TotaJ 



m. Uncovered ^xperdJture* 
(Line 1.1 minus Une IL7) 
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Mr. Mica. Flor.da has been a leader. We have usually been 
ahead of the curve, not only in these types of problems but in the 
solution. We're dealing with 49 other States and it seems to me 
that if there is a possibility of more and more HMO's. You just said 
HMOs go broke all the time, and that we ought to have, within 
reason, the stiffest reserve requirements that we can impose. 

Dr. Roper. If I could just take another minute, let me make sure 
I'm clear. For HMOs that are federally qualified, certainly for 
HMOs that have medicare contracts, there is a Federal interest to 
make certain that they are financially solvent, including naving re- 
serve requirements and insolvency insurance. 

We already have those requirements in nlace £~d feel that they 
are adequate. 

For plans that are not federally qualified and do not do business 
with the medicare program, I don't believe that the Federal Gov- 
ernment as a rule should be regulating the insurance industry in 
America. 

Mr. Mica. Dr. Roper, I'm going to ask unanimous consent and I'll 
bet I get it, that the record be left open to submit additional ques- 
tions for the committee and we'd appreciate your responding as 
quickly as possible on those. Because of time, we have guests from 
out of State that we'd like to get before the committee. We're going 
to just stop right here. We expected another Uember to be back for 
questioning. Maybe you could wait just a few minutes in case he 
has additional questions, and we'll proceed with the second half. 

Dr. Roper. OK. 

Mr. Mica. Thank you. 

Our second panel will consist of witnesses whr< nave a great in- 
terest in the future " the medicare HMO progi- '.m, the entire pro- 
gram, and who bimg us valuable perspectives for consume:^, 
States, HMOs and researchers. 

The first witness, and I'd like to ask you each to take the table 
as I call your name— Don Reilly. Mr. Reilly. Well, I understand Mr. 
Reilly now has had to catch a plan. Take that off the end there. 

He will be represented by Eva Skinner. Eva is a member of the 
Board of Directors of the American Association of Retired Persons. 

Ms. Skinner resides in Mr. Roybal's home city of Los Angeles, 
California. Ms. Skmner is representing the Leadership Council of 
Aginf* Organizations today. 

I don't see it on here, but I know he's here. The Insurance Com- 
missioner of the Great State of Florida, an individual who has been 
renowned more recently as the owner of the largest HMO in Flori- 
da, if temporarily, Bill Gunter, from our State. Commissioner 
Gunter. 

Incidentally, ouviously, Commissioner Gunter's office is in charge 
of oversight and regulatory act' ties v/ith regard io all HMOs in 
the State of Florida. 

Robert Crane is the Vice President of the Kaiser Foundation, a 
health plan in Oakland, California. As all of you know, the Kaiser 
HMO program is the father of today's HMO plans and represerts a 
commitment that we expect from all of our HMOs. And I might 
tell you that many, many years ago, sir, I reviewed your plans in 
my previous employment and we found it to be a phenomenal ap- 
proach. 
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Kathryn Langwell is a Senior Economist with the Mathematica 
Policy Research in Washington and has been Project C rector -n a 
number Medicare Capitation and Competition Evaluations and 
research projects, and 111 bet she has all the answers. Oi maybe 
some. 

With that, I think we have the panel and what I'd like to do is 
ask Commissioner Gunter if he would lead off at this time. I know 
we have some tight schedules here. And I would advise each of the 
witnesses, your entire written testimony will be included in the 
record. If you care to summarize, we'd be happy to have you do 
that. 

Commissioner Gunter. 

TESTIMONY OF BULL GUNTER, INSURE ICE COMMISSIONER 
STATE OF FLORIDA, TALLAHASSEE, FL, ACCOMPANIED BY BOB 
JOHNSON, CHIEF, BUREAU OF ALLIED ALLIANCE 
Mr. Gunter. Thank you very much, Mr. Chairman. I ha- e also 

asked Mr. Bob Johnson, who is the Chief of our Bure: x of Allied 

Alliance, which has HMO oversight, to join us on this particular 

panel. 

As you know, recent events surrounding the late International 
Medical Centers HMO, has stirred great controversy around the 
question of HMOs generally, whether they are a good thing and 
whether the HMO-medicare relationship that has grown up will be 
a lasting one. 

Speaking as one who is in the thick of th„ battle for hospital cost 
containment in the late 1970's and early 1980's, I would cast my 
vote for the continuation of the HMO concept in general and the 
medicare-HMO concept in particular. 

I do so however with this reservation. That HMOs which came 
into the world of fair haired children, spared by legislative design 
from the regulatory oversight that was the lot of insurers and 
health care providers must now, Mr. Chairman, in their maturity, 
assume that liu rden in full. 

Most States have exempted HMOs from more restrictive regula- 
tion, partly as a consequence of Federal pre-emption of State laws 
u» a *^ ca * m f ^ lth the Passage by the Congress of the 1973 Federal 
HMO Act designed to promote HMO development, and net some 
minimum standards. The Florida solvency laws and those of other 
btates need to be strengthened further. Solvency and quality of 
care laws today represent an advance over earlier legislation. Flor- 
ida s first HMO law passed in 1972, took up just 6 pages in our 
statute books. Today the law takes up 23 papes with more to come 
from the 1987 session. 

Clearly the early legislative intent of a laissez faire mode has 
been overtaken by the needs of Florida's current 1 million HMO 
subscribers. 

The 1987 legislative session just adjourned significantly increased 
our authority to fine HMOs for the late financial submission of re- 
ports and authorize the additional sanction of suspension of new 
enrollment for violation of HMC » ttatutes. 

Naturally we're heard complaii ts from some HMOs about this 
tougher regulation. It reminds me of the story of a patient who 
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complained to his doctor about the strict regimen he had been put 
on. "Before you complained too much," said the doctor, "I want to 
tell you how strongly tempted I was with a condition as serious as 
yours, to let the case go to autopsy/* In the course of time, some 
HMOs have gone to autopsy. IMC among them. And I understand 
it is our purpose here to conduct at least a part of that autopsy. 

In 1977, and then again in 1986, the Florida Department of In- 
surance moved to force IMC to live up to its solvency responsibil- 
ities. In the last weeks, we lived with IMC until we felt the pulse 
fade. Finally we asked the circuit court to pronounce the patient 
dead. 

Florida moved quickly to preserve coverage for IMC's more than 
170,000 enrollees. That response later emerged from judicial scruti- 
ny with personal praise from the presiding Judge. Still, in the 
aftermath, we find ourselves taking lessons out of the records of 
IMC and looking for ways to strengthen our oversight in the next 
legislative session. 

We have many concerns with health maintenance organizations. 
Not the least of these is setting standards for quality of care, Mr. 
Chairman. The nature and organization of HMOs subject them to 
pressures to cut costs, to cut these costs in ways that may not serve 
the best interests of subscribers. My office has long received HMO 
quality of care complaints, an-i been frustrated in efforts to see 
those complaints resolved. 

We have designed and are now implementing an HMO subscrib- 
er assistance program to see that HMO members have recourse if 
they don't get the care they require from their HMO. This is along 
:he lines of the legislation which Senator Pepper mentioned earlier 
in testimony. T e rules state that each HMO must have internal 
grievance machinery and report unresolved grievances within fixed 
time limits 

In addition to those administrative actions, a new quality of care 
statute was adopted at my suggestion in the 1987 legislature re- 
quiring health care provider certification for HMOs along with an 
internal quality assurance program and external reviews every 3 
years. 

We have also taken steps to deal with unsavory HMO marketing 
practices. First, we've issued emergency rules to prevent the prac- 
tice of twisting or changing an HMO enrollee's membership fro* •> 
one HMO to another without the enrollee's knowledge in order for 
the salesperson *o make a commission. 

Second, we are considering legislation requiring the licensing of 
HMO sales representatives. The concern that I have in this area is 
to avoid the creation of a scenario in which the HMO might be abb 
to absolve itself of responsibility and accountability for the unsa- 
vory sales practices of its marketing representatives because they 
are licensed and regulated by the State. 

At the Federal level, I think Dr. Roper has already indicated 
that lessons have emerged from the IMC experience. First, in re- 
spect to any suggestions I m^ht have, I would concur that the 
waiver of the 50-50 ratio between medicare and nonmedicare sub- 
scribers is to be used only very sparingly. Certainly when you look 
at the experience of IMC, that waiver was questionable to be sure. 
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Second, the Federal Government needs more options for dealing 
witn Medicare HMOs than just the cancellation of the medicare 
contract with j> 90-day notice. 

Considerin£ the financial stake that it has in medicare HMOs 
and 1 know these changes are being considered by the administra- 
tion and the Congress at the present time. 

I m also concerned about the revolving door phenomenon where 
employees with regulatory responsibilities on either the Federal or 
the btate levels end up with jobs in the industries they regulate 
without any kind of statutory waiting period. 

In the final analysis, both the State and the Federal Gove nment 
have a stake in the sarviveability of the HMO concept of wellness 
and preventive care. HMOs that take their mission seriously and 
perform well have a real place in a Nation where health care costs 
have swelled to 12 percent of the GNP which is more than $450 
billion a year. 

Together, I think we must find a way to make sure that these 
health care alternatives are viable so we can deliver on the prom- 
ise of medicare: a promise of affordable and accessible quality 
health care for our Nation's retired ar 1 elderly. With the contin- 
ued constructive support of the Congr?-.*, I believe that we can suc- 
ceed. 

Thank you, Mr. Chairman. 

(The prepared statement of Mr. Gunter follows:] 
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PREPARE 0 STATEMENT OF BILL GUNTER, INSURANCE COMMISSIONER. STATE OF RORIOA 



Mr. Chairman, Memocrs of the Committee. 

The recent events surrounding the late International Medical Centers HMO ha« 
stirred great controversy around the question HMOs generally: whether they are • 
good thing and whether the HMO-Medxare relationship that has grown up will be a 
lasting one. 

Speaking as one who was in the thick of battle for hospital cost containment in the 
late 70s and early 80s, I cast my vote for the continuation of the HMO concept in 
general and the Medicare HMO concept in particular. I do so, however with this 
reservation: 

That HMOs, which came into the world as fair-haired chik„_n, spared by 
legislative design, fro* ie regulatory oversight that was the lot of insurers and health 
care providers, must i~ , in their maturity, assume that burden in full. 

Most states have exempted HMOs from more restrictive guidelines, partly as a 
consequence of federal preemption of state laws that came with passage by Congress of 
the 1973 Federal HMO Act designed to promote HMO development and set minimum 
gtaada rdi. 

Nevertheless, all but two of the fifty states have specific I nabling legislation 
and the trend is growing toward stricter state regulation. 27 t. ^ currently require 
deposits ^ritL the state insurance commissioner. The reserve amount ranges from 

K0q,QQfl> f2£0,nnnfor mrvrt ***** 

" * = lb T985, wttEHVOs covering more than a half-million people in Florida, the 
Legislature set HMO surplus requirements at $100,000 or five percent of liabilities, 
whichever was greater, and insolvency protection at $100,000 or twice the HMO's 
estimated average uncovered expenditures. 

That legislation required HMOs to make quarterly financial reports when deemed 
necessary by the Department of Insurance. It also required that every HMO contribute 
$10,000 to an expense fund to help rehabilitate insolvent HMO's. In retrospect, it's clear 
that the expense fund contribution is inadequate for practical purposes, and my office is 
working on vays to increase that fund. 

AJthouj'h Florida's solvency laws, and those of many other states, need to be 
strengthened n a number of ways, the solvency legislation of 1985 was an advance over 
earlier legislation. 

Florida's first HMO law, passed in 1972, took up just six pages in the statute 
books. Today the law takes up 23 pages. The original bands-off approach spelled out in 
the statute's declaration of intent is now in conflict with the both body of existing law 
and the needs of what have become one million HMO subscribers in Florida. 

Clearly we need more teeth in strus law to regulate for solvency. We need more, 
for instance, than the specified $250 per day fine for late filing of annual reports and we 
need to do away with the 90-day timeout HMOs get each time we question an asset 
shown on that report Our early legislation was hard won, bu£ now it needs to be 
strengthened. 

Naturally, we've heard complaints from some HMOs about tougher regulation. It 
reminds me of the story of a patient who complained to his doctor about the strict 
regimen be had been put on. 

"Before you complain too much," replied the 'doctor, "I want to tell you how 
singly tempted I was, with a condition as interesting as yours, to let the case go to 

the course of time, some of them have gone to autopsy, IMC among them and I 
understand it as our purpose here to conduct at least a part of that autopsy. 

The IMC story covered r span of 15 years. It was the third of what have become 
46 Florida HMOs. Its epitaph is written in the newstories we see daily It tells of a 
popular concept poorly executed. It had vigorous defenders, including many of ts 
subscribers, and staunch critics, also including many of its subscribers. 

In 1977 and 1986, the Florida Department of Insurance was forced to step in to 
force IMC to live up to its solvency responsibilities In the last weeks we lived with it 
and held its hand until we felt the pube fade. Finally we asked a circuit court to 
pronounce it dead. 

Florida moved qir'kly ty preserve coverage for lMCs more than 170.000 
enrollees. That response JUer emerged from judicial scrutiny with personal praise from 
the presiding judge. Still, in the aftermath, we find ourselves picking lessons out c the 
wreckage IMC left behind and looking for ways to apply them to our 1988 legislative 
agenda. 

We have other concerns with the institution of the health maintenance 
organizations. Not the least of these is setting standards for quality of care. The nature 
and organization of HMOs subject them to pressure to cut costs in ways that may not 
serve the best interests of the subscriber. My office has long received HMO quality*of- 
care complaints and been frustrated in efforts to see those complaints resolved 

This past spring, we established, by udmixJstrative rule, an HMO Subscriber 
Assistance rVjraxa to see that HMO members have recourse if they don't get the care 
the} need from their HMO The rules state that each HMO must have internal grievance 
machinery and report unresolved grievances within fixed time limits. 

In addition to those administrative actions, a new quality of care statute was 
iidopted in the 1987 Legislature requiring that required health care provider certification 
lor HMOs, along with an internal quality assurance program and external review each 
tVree years. 
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. J*? A **Z!}fZ ^ Da ^ DW ? HMO marketing practices We have recently fined 

2°. tbe P™** of -twisting" by their sales representatives 

uS^^SL^* 5 to prevent it in the future. Twisting involve? changing a 

for yj fi^/^ R ° PCr W ? uId ^Jf* 1 !eS50QS J* ve emerged from the IMC experience 
ST„Sl?S^ SS^w? 1 * 11 * wdL , The waiver of toe 50750 ratio between Medicare and 
DODMedicare subscribers was oone for reasons that were understandable at the time but 
T^^mC^^ * the future, Tbe wisdom of that ratio has been a^ply^me 

MMfw°^ y t °°' .^^^ government Deeds more options for dealing with Medicare 

^n££?J^? ♦T!l t fe.^ d * y COQS,dcnD « «take it has in HMOs as 

neaito care pro viae rs for the Medicare program. 

I'm also concerned about the "revolving door" phenomenon where employees with 

^SS^SSP^Vf^S t? S 5 *** 1 or level end up withjoteb the 

industries they regulate without any kind of statutory waiting period. 

St 0 *" to *. h * nd]e . 0Q uncontrolled growth. We may also need to find a way 
^^J^ W ^ y j' n ^^ Uy l^ 6ta M * Pelage * totaliexpenditures. Certainly 
,Mt 8 2 2Jf? te * t ^"^strabve cost - as opposed to about 17 for other Florida HMOs ~ 
was central in its ctownuux 

f . ^^J^Vf^hiS 01 ^ 5tate **1 the federal government have a stake in 
^suryiveabdity of the HMO concept of wel/ness and preventive care HMOs that Uke 
their mission senously and perform well have a real place in a nation where heaJth care 
costs have swelled to 12 percent of the GNP, more than $450 bilhon a year. 

. Together, we will have to find the way to make these health care alternatives 
viable so we can deliver on the promise of Medicare, affordable and accessible quality 
health care for our nation's retired an elderly. 4 y 
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Mr. Mica. Thank you, Mr. Commissioner. We'll now proceed 
with Eva Skinner, as I indicated earlier, a member of the Board of 
Directors of the American Association of Retired Persons. 

TESTIMONY OF EVA SKINNER, MEMBER, BOARD OF DIRECTORS, 
AMERICAN ASSOCIATION OF RETIRED PERSONS (AARP), LOS 
ANGELES, CA, REPRESENTING THE LEADERSHIP COUNCIL OF 
AGING ORGANIZATIONS, WASHINGTON, DC 
Ms. Skinner. I would like to submit Mr. Reilly's remarks for the 

record* 

Mr. Mica. Without objection, it will be included in the record. 

Ms. Skinner. Thank you. 

[The prepared statement of Mr. Reilly follows:] 
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PREPARED STATEMENT OF DONALD RE ILLY, LEADERSHIP COUNCIL ON AGING 

On behalf of the Leadership Council on Aging, I appreciate this 
opportunity to share with the Bouse Aging Committee our perspective 
on the status of BK)s serving Medicare beneficiaries. 

BHDs are an option that hold much promise for older consumers. 
They offer comprehensive benefits for a prepaid fee. They provide 
coordinated health care, and many provide «ore services than 
currently covered by the Medicare program. BHDs htndle -.he 
paperwork that is confusing and burdensome for many 0 io> r consumers. 
Some BMOs provide a wide variety 0 f services within one nedical 
facility. 



Along with that promise comes several expectations. Medicare 
consumers expect that the government will contract only with 
high quality health «^ 4 e providers and that the Health Care 
F. .wi.g Ac~.inietration will exercise appropriate 
supervision over BHDs cs they serve Medicare b^^'iciaries. 
Consumers also expect that Congress will require reasonable levels 
of* accountability, consumer protection and consumer information. 
Consoaers expect that truthful information will be available to help 
them understand the BHD option before they join, and consumer 
organizations expect to have a ro le in providing useful information 
about BHDs to their constituents. 



As BHDs mature, we see that some but not all of these expectation 
are being met. Today I'd like to briefly enumerate some elements 
that need to be in place i n order for BHDs to meet the expectatioi 
of the consumer community. Eva Skinner will then expanc on areas 
where strengthening is needed in federal law and regulations 
pertaining to BHDs and Medicare. 



QUfll itY Of Care Reviews 



An effective and comprehensive quality of care review program ie 
essential to build beneficiary trust in the concept of prepaid 
health care. While we realize that aost BHDs provide adequate and 
appropriate care, we have witnessed harmful and intolerable action! 
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by a few BMOs. These examples justify the need for comprehensive 
quality of care monitoring* 

This monitoring program cannot be implemented overnight. HCPA's 
recently signed review contracts are a much-needed first step in 
thil direction. We anticipate that additional requirements and scope 
of review activities will evolve over time as all parties in the 
health care arena become more skillful in evaluating quality of 
care. The aging network intends to be involved in this process and 
in the dissemination of the findings of these reviews. 

Consumer Tnf ormation 

Readily available, relevant information about "MOs is crucial to 
permit consumers to make well-informed choices about HMOs. They 
need to know about their rights and responsibilities before joining 
an HMO. They also need to know about the benefits, premium, and 
service delivery system. 

We have seen that reliance on the marketing efforts of HMOs alone 
13 rot sufficient to ensure that beneficiaries receive adequate 
information on which to make a wel 1- informed decision. The aging 
network encourages HCPA and the Congress to permit further 
demonstration of 3rd-party demonstration programs that provide 
consumer information about prepaid health care plans. 

HMO Staffino/Social Service Programs 

As HMOs become providers of health care for Medicare beneficiaries, 
it is important that thjy become more familiar with the special 
needs of older patients and to adapt their health care delivery 
systems accordingly. The aging network suggests that HMOs need to 
hire staff with training in geriatric medicine, or to provide 
special training for their medical and support personnel. 
A positive step toward promoting Medicare member accesc and 
understanding about the HMO is the establishment of a separate 
Medicare members services department. 

HMOs also need to become familiar with the network of support and 
social services that exist within their communities. HMOs do not 
need to become the provider of every ,»ervice needed by older 
patients. They do, however, need to know of their availability and 
how the HMO or the patient can arrange for services. 
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He encourage HMOs to devote increased attention to this aspect of 
health care delivery as they expand their services to older 
consumers. 



Beneficiaries need adequate notice when an HMO is changing its 
premium, benefits package, or provider network so they can decide 
whether to continue their HMO membership. The notification period 
becomes even more important when an HMO has decided to voluntarily 
terminate its contract with the Medicare program. 

Our experience with HMOs shows that additional protectiens are 
needed in this area. HMOs have complied with federal regulations 
regarding member notification however beneficiaries have had a gap 
in health coverage if they changed back to f ee-for-service health 
care. The aging network urges Congress to strengthen provisions 
regarding an HMO's obligation when the HMO voluntarily terminates 
its contract with Medicare. 

Because beneficiaries vary widely in their financial resources and 
ability to pay for health care, we believe a range of affordable 
Denef its packages should be available. Lou option plans covering 
the basic services required by Medicare need to be available for 
beneficiaries who can afford only a enaal premium each month. 

Conclusion 

The Leadership Council on Aging appreciate this opportunity to begin 
examining how Medicare beneficiaries are faring in prepaid 
health care plans. We look forward to continuing this 
discussion in the future. 
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Ms. Skinner. Good morning, Mr. Chairman, staff and visitors 

I am Eva Skinner and I am a member of the American Associa- 
tion of Retired Persons. AARP is a member of the Leadership 
Council on Aging and I'm accompanied this morning by Stephanie 
Kennan of AARP's legislative staff. 

There is increased government interest in using capitation for 
medicare reimbursement of medical services. We are pleased that 
HMOs are showing an interest in serving medicare beneficiaries, 
and beneficiaries strongly support this option. However, as we 
learn more about serving the beneficiaries through HMOs and 
CMPs, we hope that Congress, beneficiaries and the Health Care 
Financing Administration, will work together to learn from the 
past and strengthen the program so it remains a viable option. 

My written statement cover a variety of concerns and include 
recommendations. This morning, however, I will focus on quality of 
care, marketing practices, and enrollment issues. 

Many HMOs are delivering high quality of care. We find many 
similarities between the prospective payment system under which 
hospitals are reimbursed and the way in which HMOs ar reim- 
bursed. There are incentives at the provider level whicl- should 
result in the use of less costly care. 

However, there are also incentives to skimp on care or limit 
access to care. Because of these similarities we believe that an 
analogous method of review of care under the prospective payment 
system should be apulied to the HMOs. 

We do not believe" that this will be the case with the new quality 
of review system that is being put into place now. As a member of 
the Board of Directors of the California Peer Review Organization, 
I am familiar with the quality of care reviews as they have existed 
and as it is planned for the HMOs. 

On the positive side, we are pleased at reviews that examine a 
bread base of indicators for data on quality of care problems. We 
are pleased to see that in person peer reviews are required to in- 
clude medical records for ongoing care and for certain conditions 
with hospital care. 

Reviews must include complete patient records from all settings 
that may indicate inadequate or inappropriate care. 

There are, however, serious flaws. Beneficiary access to health 
care will not be measured. We recommend that admissions to the 
hospitals through emergency rooms be examined. This would be an 
excellent indicator of whether beneficiaries' access to the HMO/ 
CMP was limited or if appropriate care may have been given. 

We are also distressed that the decisions about the level of medi- 
cal record review will be based on review organizations' assessment 
of each HMO, CMP's internal quality assurance program rather 
than on an initial uniform and comprehensive review of medical 
outcomes in each HMO. 

This approach is inconsistent with HCFA's methodology for 
review for hospital care. Beneficiaries support an approach that 
would target reviews based on HMO/CMP data and performance. 
We support development of a review program that will direct more 
resources toward neu!th plans that are providing 5oss quality of 
care. We hope to wor.c with you to further our knowledge about 
quality of care and to apply that to reviews of HMO care. 
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n6X n issue 1 would like to discuss is the HMO marketing 

S?S5iSnSffi? ed informati ° n to accurately^ S 
er a particular HMO is appropriate for them. Therefore infhrmn 

X^^^tS^ 1 ¥ acti ? s > s key ' w7£?«S£3 

latfon Ma™ HMf£ arketuig practices designed to screen the popu- 
lation. Many HMOs host events such as dances whit* att-*nt™u, 
ambulatory, active and more healthylndSaS In other c£« 

bers TfzLiSi i y *£ hr0Ug u 311 ^-I* 1 ? 3011 interview ensures that mem- 
*S?nhE? th ° rou g h , explanation of the health plan operations 
Si We Zl^ 80 ,^ 1 "^^ individuals with hSSSS 
lems we question these kind of tactics and believe th P HMOc 

SShirS f" ^ neflciaries - There have bSn wS?m7ten^to 
If ™ Stete where /ome of the HMOs in their very SeSive 
SSSfiSi 1 ^- fS~,p«™ door to door to enroll S?5S 
understand is highly illegal. Although HCFA has the resDonsibilitv 

Dy default in many areas to the State insurance derartnWc m 
consumer protection division of State attorneys g?neS We r^m 
mend one, that HCFA should establish minimum s^LdLds for" 

S^ahi2B f . a?d membershi P m «terial develo^edTconsulS 
tion with beneficiaries, in communities where English i iT£ 
primary language of 5 percent of the populat^-i HCFA thnulA £ 
£3 T^H be prin * d in the rel ^ la^ges We ?ecVn 
HCFA^n ,!? 8 * ^SU? Printed in large, bold print Three 
SabKr 2 re HMO/CMPs to make their membership rules 

KSS^ WXST to enrollment Lists of available 

enrollmfnV S HCF I AT Uld "^discuss today is coordinated, open 
S^iifvS C 18 re< l uire d by statute to establish a sinele 30 
trL^ 6 n Ch year durin S which all HMOs in a given g S P h?c 
aIII must allow open enrollment. To date we have not s£n the 

h3? Si? 1 ^S^t^\? m ^ oaM "Pen en7oCenr w ould 
Sr'whin »l f the P r ° blems regarding coverage gaps that 

SmnVS^J^T 8 ^ ltS C °? tract with «>edicare P When 
^or.r- V° offer me d:care risk option, beneficiaries face 

SAfTnTetEZ*^ becaus? medigap £g 

w« u ?• i? °. m ?nth waiting period to cover these conditions 

s,Z £ ell6 n e that m instances like thJ s the HMO should b ?respon 

while^ndivguaT ? U ?i. due * F""*^ <£S 

We also fill tw ls ^ ub J ect to the waiting period for coverage. 

SIS* w 8 J^ted ratio of various Tdiscipl nes of Vteff to ?he 
numbc.s of patients who have been enrolled because wfw?„J^ 
more and more that this has been the case where an HMO 1*rm 

ffS2wSfti^ ° f Pa< i ients and fhennol Save^e ste 

VhTrh? t0 deaver the services that are needed. 
. Mr - ^nairman, there are a variety of issues concerning nromium 
increases, information and HMO staffing, whM ? a« Iffi in 
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detail in my written statement. We look forward to working with 
you, to further improve the HMO option. 
I thank you. 

[The prepared statement of Ms. Skinner follows:] 
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SPARED STATEHENT OF EVA SKINNER, MEMBER, BOARD ^ DIRECTORS, AMERICAN 

ASSOCIATION OF RETIRED PERSONS (AARP) 
Good morning Mr. Chairman. M y name is tva Skinner. I ara « 
member of the Board of Directors of the African Association of 
Retired Persons (AARP). AARP Is a member of the Leadership 
■.ouncil on Aging UCOA). We are pleased to have *hls opportunity 
to comment on t'ri current status of HMOs serving Medicare 
beneficiaries. 

There is Increasing Interest In using capitation, or tixed 
prepaid amount, for Medicare reimbursement of radical 8 e-vU , 
From the beneficiary's perspective, capitation enhances the 
likelihood that consumers will have access to more health 
services fhan currently covered by Medicare at a cost comparable 
to or less than Medicare supplemental Insurance. Benefic' ties 
appreciate the freedom from filing Medicare and Insurance claims, 
and the ability to budget more a'curately for their health care 
expert -98 tMOs a. so have the potential to improve coordination 
of patient care. Prom the government's perspective, capitation 
provides predict DlMty of budget outlays and changes incentives 
at the provider l eve l wh lch *Wd result in the use of i„ 
costly care. Tne evidence 1 reasonably persuasive that 
capitated practice achieves economies, particularly by Mduci-j 
hospi.il admissions and total hosplt- ,ys. Performance In 
other areas approximates medical practice more generally. 

The most common application of capitation payment* is for 
health maintenance organizations (HMOs) and competitive medical 
Plans (CMPs) with Medicare risk-contract*. (As of May, 1987, 152 
HMOs/CMPs had signed risk-contracts with the Medic program, 
and nearly 914,715 beneficiaries had enrolled.) Under these 
contracts, Med* ire pays fi f Ix ,d. predetermined w nt for each 
beneficiary who enrolls. The capitation amount I s , qua l to 95 
percent of the average adjusted per capUa c< ,i ,.V»r C ) that 
Medicare spends on the Cee-for-servlce svstem within defined 
geographic areas. 

Altogether, approximately 1.6 million beneficiaries are 
enrolle, „ «ho. through risk contracts, cost Contract, and other 
arrangements. 
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Bsnef 'clary repreeentatives supported the HMO provisions of 
the Tsx Equity and Fiscal Responsibility Act of 1982 th, -eated 
an incentiv« for HMOs to serve Medicare beneficiaries. We *ere 
optimistic about the possibility that HMOs would provide high 
qualit» cars at a reasonable price. We were encouraged that our 
constituents migh. have access to preventive health care services 
thet are currently not covered by Medicare. However, as we gain 
■ore experience with HMOs/CMPs we must revMit the program to 
Insure we are adequately meeting beneficiary needs in terms of 
quality assurance, marketing practices, terminations, beneficiary 
information, and disclosure requirements. 

For the past three yt rs bei f iciary representatives have 
■wnitored cloaely the ? /wth and development of HMOs serving 
Medicare consumers. We ave observed the maturation of HMOs as a 
key component in health care delivery, and as a provioer of care 
to older American*. In general, the program is functionina 
reeeonably well. 2t is not a program, however, that can or 
•hould police itself Through our ci umer education programs 
about HMOs, we have learned first hand the many questions and 
confusions beneficiaries have about HMOs. We have noticed »any 
areas where HMOs provide unclear, incomplete, and sometimes 
Misleading information about their benefits and health care 
delivery eystem. Ue also have identified weaknesses t are not 
addres">d by the current lav jnd regulations. 



HMO Quality of Care 

The Congressional mandate for external quality of care 
reviewe ae expressed in DEF1A end reaffirmed in OBRA !• lecessarv 
and is strongly supported by beneficiary representatives. The 
incentives inherent in prepaid health care to underserve HMO 
aemberc coupled with the vulnerablity of older people who have 
enrolled in HMOs on an individual basis makes such review 
essential* 



Most HMOs provide high quality health care. However, as Dr. 
Eoper told an HMO audi nee in A^ril, "even one quality of care 
problem le one too many." Wi agree I 
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However, HCFA's scope of work for HMO quality of carr review 
does not assure beneficiaries that all symptoms of inadequate 
care will be identified* 

There are acceptable elements in the scope of work. Cn the 
positive side, we are pleased that reviewers will examine a broad 
base jf indicators for data on quality of care problems. We are 
pleased to see that inpatient care reviews are required to 
include the nodical record for ambulatory care and, for certain 
conditions, post-hospital care. This requirement wi*l permit the 
review organization to compile corepleto patient records for a 
variety of situations that may be indicative of inadequate or 
inappropriate care. We encouraged to see that data collected 
through this review Ul have the same confidentiality 

and disclosure requires ther data collected by Peer 

Review Organizations. 

Requiring each review organization to develop a beneficiary 
outreach program is a needed and well-founded component of the 
review program. Beneficiaries need to know where they can file a 
complaint against HMO, a nJ to know about the nature and purpose 
of the RMO/C> ' review program. 

From our perspective there are serious flaws in the 
p"an for focusing review «*tivitie, , ,he sequence of a Ivities 
required under the RFpj scope of work, and some omissions in the 
review categories. 

First, we are distressed to learn that decisions abort the 
level of medical record review will be based on the review 
organization's assessment of each HHO/CMP's internal quality 
assurance program rather than^on a n initial uniform and 
comprehensive review of medical outcomes in each HMO. This 
approach is not consistent with HCFA's methodology for reviews of 
hospital care under the prospective payment system or in keeping 
with Congress' intent that the review program emphasize patient 
outcome assessments. We h&je reviewed audit reports from several 
HMOs that were Judged to have inadequate and ineffective quality 
assurance programs even though these programs met HCFA's 
standards at the time a risk contract was signed, G 4 yen thU 
information plus the vagueness of review criteria in the scope of 
work, we do not have confidence tha\ a structural review of 
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internal quality assurance program is sufficient to accurately 
evaluate the overall quality of care provided by an HMO or CMP. 

Second, we are particularly disturbed that the scope of work 
focuses at the outset on a limited review if the HMO's quality 
assurance process is determined to be adequate. Regardless of 
the adequacy or inadequacy of an HMO's quality assurance program, 
we feel the initial review activities should concentrate on 
compiling uniform, comprehensive and comparable data on every 
HMO/CMP that i» serving beneficiaries. He suggest, therefore, 
that every HMO and CMP should be included in the basic review 
protocol during the first year of the review contract. This is 
essential in order to\stablish a comprehensive baseline on all 
BMOs. We believe that defensible decisions about different 
review levels can and should be made only after comprehensive 
performance data has been compiled on all HMO's and CMPs for a 
year. This approach is, in our opinion,, in keeping with 
Congress' «**ent for an F"0/CMP quality of care r-view program. 

An approach that targets *ev'*ws 5ased on HMO/CMP performance 
data is preferable. We indicatea to HCFA and to the Office of 
Management and Budget that we support the development of a review 
program that directs more resources toward health plans that »i«vo 
quality of care problems than toward health plans that are 
providing high quality care. We are not confident, however, that 
the sequence ^f activities included in the scope of work will 
pormit a reliable identification of good and bad HMOs and CMPs. 

Third, we are disappointed that the scope of work does not 
clearly delineate activities that will yield dati on access 
problems wi*-hii an HMO/CMP. With the exception of requiring 
r views of complaint files, the re' <ew protccol relies solely on 
nec*ical records for data on quality, access,, and apnropriat«mess 
of care. We question whether this is adequate to capture 
information on barriers to care that prevent member* from getting 
care at all. We believe a sur :y HMO members who have not 
used any services during a calendar yeir period may yield useful 
information aoout access problems. We are also disappointed to 
learn that\reviews of non-traum*. hospital admissions thro>igh the 
emergency room have beei. eliminated from the review requirements. 
Analysis of this data would provide a useful indicator of access 
and quality problems. 
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We* hope Congress and HCFA will work together with beneficiary 
representatives as the HMO quaMty review program is implemented 
an*1 changes are -oade in the scope of its activities* 

HMO/CMP Marketing and Enrolment Practices 

We continue to receive complaints from throughout the nation 
regarding the marketing practices of HMO Of particular concern 
are membership enrollment procedures that serve as a screening 
device for prospective members who a*e not healthy. Enticing 
prospective members to dances, paying referral fees to residents 
in retirement commi nities for the names and addresses of their 
neighbors, permitting HMO enrollment only through an in-person 
visit to the HMO's office or medical center — all of these 
practices can be viewed as an attempt to identify and enroll 
able-bodied, ambulatory Medicare beneficiaries and to screen-out 
individuals with health problems. The fact that these tactics 
can and are used in numerous HMOs throughout the nation is 
evidence that HCFA's review of an HMO's printed marketing 
Materials and advertising campaigns i« inadequate to identify HMO 
procedures that screen out less-healthy beneficiaries. 

\ In addition, consumers have complained that some HMOs will 
not provide their list of providers or their membership rules for 
examination before a beneficicry joins the HMO. 

Although HCFA has an obligation to regulate HMO marketing and 
enrollment practices, responsibility ",r monitoring appears to be 
shifted by default to state Insuiance Departments or Attorney 
General's consumer protection divisions. 

We urge HCFA to expand its enforcement activities regarding 
HMO/CMP marketing and enrollment practices. Specifically, 

- HCFA should establish rainimur at "ndards for written 
marketing ai,- membership materials. These standards 
should be developed in consultation with beneficiary 
representatives and language experts to determine how to 
reduce potential misunderstandings by clear and '♦omple 
explanations of problem areas such as •lock-in", 
disenrollment, and access to services. 
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In comminities where English is not the primary language 
for more than 5% of the eligible population, HCFA should 
require HMOs/CMPs to provide written marketing materials 
that have been t-ar.slated into relevant language. 

HCPA should require HMOs/CMPs to make its membership 
rules available for examination be prospective 
members in advance of Joining. 



Medicare Contract Terminations 

When HMOs/CMPs terminate their contract with Medicare,, 
enrollees involuntarily must make ocher arrangements for health 
insurance. As of the end of I986 f termination of 10 contracts 
required 23,650 beneficiaries to enroll In another HMO (an option 
In four communities), subscribe to Medicare supplemental 
insurance, or pay cut-of-pocket the Medicare deductibles and 
co-payments plus the cos's for services not covered by Medicare. 

Federa regulations currently require HMOs/CMPs to give 
benefic'arles at least 60 days notice of contract termination. 
This amount of notice is Insufficient for those beneficiaries who 
choose to subscribe to Medicare supplemental insurance because o' 
the waiting periods for coverage of pre-existing conditions. The 
■ajorlty of Medicare supplemental policies ha/e «t least s 
6-raonth exclusionary period for coverage of pre-existing 
conditions. U> *r current Medicare contract termination 
notification requirements it Is impossible for enrollees w th 
health problems to avoid a gap In coverage if their decision is 
to subscribe to Medicare supplemental Insurance. 

We recommend that contracts with Medicare should be amended 
to require HMOs/CMPs to pay enrollees' costs for treatment of 
Medicare-covered pre-existing conditions during the period 
between contract termination and the end ot the supplemental 
insurance policy's exclusionary period for pre-existing 
conditions. 



ERIC 0 



85 



Coordinated Open Enrollment 

S-ction 2350(a) of P . L . J8-369 (the Deficit Eduction Ac t> 
requires HCFA to establish, for geographic area8 80rved by aore 
than one HMO en'olling Medicare beneficiaries, a single 30-day 
period each year during „• i c h all HMOs must allow open 
enrolment. The statute permits a threo year period to <mplemcnt 
this requirement. HMOs navo opposed this Squire, nt, and to 
date we have , •* seen a draft regulation from HCFA. 

We be! ;ve that the coordinated open enrollment requirements 
could help resolve some of the problems regarding coverage of 
pre-existing conditions encountered by beneficiaries when an HMO 
chooser to u-in.t. its contract with Medxca e. Given the fact 
that HCFA currently contracts with B any HMOs on a calendar year 
basis, and intends to eventually have all HMOs with risk 
contracts on the same contract cycle, it appears that some of the 
operational problems cited by HMOs have been eliminated. 
He urge „ C FA to proceed expeditiously in draft.rg a regulation to 
implement Section 2350(a) of P.L. 98-369. 

2y°~ Tier Health c*re silvery Sy *t*m* 

Last fall Medicare members of one California HMO were 
notified that th- M0 was terminating its contract w.th certa.n 
providers. Members wh. .ere receiving health care from these 
providers were told that wG uld nave to receive care f -« 

different phy U.ans and use different mediccl centers. The se 
-embers subsequently learned that the HMO's e* r l 0 ycr-sponsorcd 
groups .ere permitted to continue getting care from the original 
provider groups. 

Hhile .. do not b.H.ve thl. pract.c. of two-tl.r health car, 
delivery 1, c«on am0 n a HMOs fcUh Medlci , r0 contractS( cv „ n ^ 
Inatanc. I. troubling u>„ a -, tandlna , cnbcrs of ^ 
HMO ..re forced to .hang, phy,: cUn!1 and usc Kdlci , t , clluUj 
that .ere not a, do,, to th.lr ho n c. The chan 9 e has .„„ 
caus.d conf.sion and hotility an, , „MO menber,. 

mos .hould not be p.rn,itt.d » deny acco8S to certain 
provider, for th.tr Hedlcar. „. nb . rs whll . perBi ttln a thair 
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comercial iwmbars to continue getting care. We suggest that \ 
BCPA M»nd their Medicare contracts to explicitly preclude this 
practice. 

\ 

:>r«»iu« Increaaea/Pinancial D isclosure > 

Since 1985, many HMOs wit; Medicar- contracts have sharply 
increased their premiums, added member copayments for office 
visits, and eliminated such benefits as prescription dn-q 
coverage. The effect of these premium increases and benefit 
c^an-e- do not appear to be extce-ne when considering aggregate 
data on ail HMO risk contracts from the Office of Prepaid Health 
Care. However an analysis of changes in premium and benefits 
within zero-premium and low-premium HMOs that have contracted 
with Medicare ^ince mid-to-late-U 5 shows the economic effects 
on their Medicare members are to be far more serio'js. 

A* of December 13, 1985, 16 of 90 HMO risk contracts charged 
no premium. A year later, three of 'hese HMOs had cancelled 
their contract with Medicare, and four had added premiums ranging 
fro= $21.38 to $40.00. 

Sharp increases in premium and out-of-pocket exponas were 
enacted b> the vast majority of K.'Os charging a premium «t or 
below $15.00 in late 1985. As of *>eceraber 13, 1985, th'.rteen 
BMOs charge'' premiums be«.w*en $2.09 and $15.00. By the end of 
19?6, only two of these HMOs held their nremium constant. Ore 
BMO ircreased its premium by 33%; premium increases for the other 
ten HhOs ranged from 95% to as much 8C9%. 

In addition to these dramatic increases in premiums many of 
the»-» HMOs changed their benefit package. Two plans dropped 
tus.C P« H^tion drug coverage, two aCed a copaynent for 
physician services, one plan eliminated its high option packaje, 
and thrco plans eliminated coverage for preventive care. 

Perhaps these price increases are justified. However, 
beneficiary repr« entatives has beer unsuccessful in efforts to 
determine whether these premium increases and benafit changes are 
reasonable based on the HMO's cos- for ser'ing Medicare 
beneficiaries. HCFA'a requirements for HMO^inancial reoorting 
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focus on financial solvency, data on profit and loss is 
considered pro, ^-y information and is not available to 
outside observers. 

HMOs nay be pricing thoir Medicare benefits packages low 
during the first year or so of their contract in order to attract 
enrollees, and then increase premiums substantially after they 
have a captive market. This practice should not be tolerated or 
condoned. More is at stake for beneficiaries than simply the 
Mount spent each month for HMO premiums. p or beneficiaries who 
cannot afford a premium increase of $15 - 530/month, 
resubscribing to their previous Medicare supplemental insurance 
policy may not be simple or even possible. M ony supplemental 
policies will not permit resub.^ription aft er a policy has been 
dropped. Many employers will not reinstate coverage in their 
retiree health benefit urogram if the retiree voluntarily 
dropped o.t to join a lov-cost HMO. ^Virtually all Medicare 
supplemental insurance poli .es have a waitirg period for 
pre-existing conditions that would cause a gap in coverage. 

We urge Congress to closely examine the extent to which 
premiums have increased over Lime for -adi bene£ xcianes m 
HMOs. Ir addition, we request that Congr«ss consider a ceiling 
on annual jrewium increases for Medicare benefits packages. 



Consumer Informati r^ 

Prospective HMO rc ibers need at least a description of 
benefits, health care delivery jyf-.ra, and the costs of 
membership, in addition, information *V>ut HMO/CMP 
^ministration and operation, ^sts and financing, and quality is 
necessary. Consume^ should be able to identify whether the HMO 
is a pi:blicly-held . o poration, a private investor-ownea 
corporation, or a non-profit corporation. Information should be 
available about the HMO/CMP's structure (i.e staff, group, 
network or IPA-no<!el health plan), and the nt ure of its 
subcontracts for specialty care, horn* health services, hospice 
care, and other support services, infc ration should indicate 
which dep. rtr.ent ir. the >,M0 is res^onsi*,, f or controlling 
payment for subtracted services. Protective members should 
also be able to receive complete information about enrollment and 
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dlsenrollment practical and the amount cf time required to 
complete both of these procedures. 

We urge the Health Care Pinancing Administration to allocate 
federal fui Js for the development of local or regional consumer 
information programs about capitated health plans. The 
Association urges HCPA to develop specifications for a Aliform 
health service information data base. In areas where HMOs/CMPs 
s.-e serving Medicare beneficiaries, HCPA should contract with 
consumer groups or Agencies on Aging for tho compilation and 
dissemination of consumer information. 



HMO Staffing 

HMOs traditionally have provided health care to 
employer-sponsored groups of working people. HMOs/CMPs are not 
required to hire staff with training in geriatric medicine, or to 
provide in-service needs of older patients. Pederal law and 
regulations do not require an HMO/CMP to designate staff or 
telephone lines expressly to serve their Medicare members. 

Regulations pertaining to Medicare certification of HMOs/CMPs 
mhould require health plans to tailor their health system to meet 
the needs of older patients. We realise the application of this 
requirement will »*-ry depending on the structure of an HMO/C P» 
At »lnlr.u», HMOs/CMPs sh uld be required to hire case managers 
with special training in the medical and social service needs of 
older patients.^ At minimum, the HMO/CMP should provide 
in-service training about the aging process for medical and 
support staff who v'.ll be serving h.dlcare ber< .'lclaries. 
BMOS/CMPs should be required to hire medical staff with specialty 
training in geriatric medicine, or have such expertise available 
for consultation. Capitated health plans should be required to 
provide an office or < ***an specifically responsible for 
resolving problems of Medicare beneficiaries. 

Conclusion 

teneficl* y representatives call upon Congress to enact the 
following changes In federal law and regulations pertaining to 
HMOs and Medlcarrt 
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Require uniform and coap.. . ^nsive reviews of HMOs 
during the first year of the quality review 
prograre. Target reviews only after all HMOs have 
been reviewed uniformly. Increase review 
activities to identify access to ca *e problems. 

Strengthen oversight of HMO marketing practices. 

Revise contracts between HCPA and HMOs to require 
HMO to pay member's costs for treatment of 
Medicare-covered pre-existing conditions during 
period bet- , contract termination and end of 
supplemental insurance policy's w iting period 
for pre-existing conditions. 

Require implementation of regulation on 

Ct rdinated open enrollment in areas *here tnere 

is more than one HMO with a Medicare contract. 

Add language to HMO/Medicare contract, prohibiting 
decisions to deny access tc certain providers for 
Medicare bensf iciaries while maintaining access to 
these providers for other subscriber groups. 

Require realistic pricing of benefit package for 
Medicare r .ief iciaries. 

Require HCPA to allocate federal funds !or 1- al 
or regional HMO consumer information programs. 
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Mr. Mica. Thank you very much, Ms. Skinner, and I gather you 
came quite a distance to be with us today. We thank you very 
much. 

I'd like to just comment, I've been looking at prescreening prac- 
tices and it totally eluded me that they invite them to dances to see 
if they're healthy enough to dance. We had one in Florida where 
they invite them to chicken dinners. I'm wondering now if they 
were looking at their teeth. You just don't know. 

Mr. Robert Crane, Vice President of the Kaiser Foundation, Oak- 
land, California. Another one who came a long distance to help us 
today. Please proceed. 

TESTIMONY OF ROBERT CRANE, VICE PRESIDENT, KAISER 
FOUNDATION HEALTH PLAN, OAKLAND, CA 

Mr. Crane. Thank yc" very much, Mr. Chairman. As noted, I am 
Robert M. C r ane, vice president, Government Relations, of Kaiser 
Foundation wealth Plan Inc. I bring the regrets of Robert Erickson 
who had planned to be with you today to testify and was not able 
to do so. Ty . 

Kaiser Foundation Health Plan, its il subsidiaries, Kaiser Foun- 
dation Hospitals and 12 independent medical groups comprise the 
Kaiser Permanente Medical Ca.e Program. The program provides 
health services on a prepaid, direct service basis to over 5 million 
members in 16 States and the District of Columbia. We have been 
serving medicare beneficiaries since medica * inception. Since 
that time, our Medicare membership has growii to over 335,000, or 
7 percent of our total enrollment. Many of these medicare benefici- 
aries have been health plan members through much of their work- 
ing lives and have chosen to continue their health plan member- 
ship in retirement. Nine of our 12 regions have signed medicare 
risk contracts. The iO, southern California, hopes to have one 
signed by the end of this month. 

We believe that the fundamental concept set forth in the risk 
contract legislation is sound and extremely important to maintain. 
We, like the Members of Congress, have been concerned with the 
activities of certain risk contractors, particularly with situations in 
south Flo^da that has been discussed today. 

At the sane time, we believe the situation is not typical of the 
manner in which the program operates across the Nation. While 
action is required, overreaction would be counterproductive. There 
are important adjustments in the program that "^d to be made to 
attract and retain quality organizations to th, sk contract pro- 
gran 1 * 

Continued and improved oversight is also necessary. More specif- 
ically, ve recommend the following: 

First, improve the adjusted average per capita cost— AAPCC— 
methodology. The current AAPCC methodology does not adequate- 
ly explain or compensate for beneficiary i*sk. It is important that 
Congress and HCFA place high priority on improving it. 

Second, promote understanding of and stability in the HIviO pay- 
ment methodology. There is a need to assure that the rules of the 
game of payment are understood and stable over time. The AAPCC 
methodology should be set forth in regulations so that the factors, 
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SKlinf A- detDilS in *- e methodol °gy are understood by all 
Accompixbhing this may require statutory change 

Sv L PP .°vf C 5 eS t ° ^ task - 14 18 also important thaf external 
review not be designed and implemented in a waythat stifles i^S 
vation in internal quality assurance programs mn °" 

J? wlT- & tY l &t 5 e l0ng term Prospects for medicare HMOs are 
good. Working together, the government and the industry can sol™ 
the issues that I have raised. A growing number of our eld^Sv 
zens can and should have an HMO option. However clSfon Vj 

c£e\?%2%l'J Ut > 8h ° U i d be f« 38 ° ne al ^at7v e e 'tegSW 
care ot the Nation s medicare beneficiaries. 8 

Than* you, Mr. Chairman. 
m 2 Mi ™- Thank you, Mr. Crane. Let me just say on your testi 

have them committee regarding that, we'd love to 

(The prepared statement of Mr. Erickson follows:] 
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PREPARED STATEMENT OF ROBERT J ERICKSON. SENIOR VICE PRESIDENT 
AND GENERAL COUNSEL., KAISER FOUNDATION HEALTH PLAN, INC 

Mr. Chairman and! members of the Committee* I am Robert J. 
'-ickson, Senior Vice President and General Counsel of Kaiser 
Foundation Health Plan, Inc. I am accompanied by Robert M. Crane,, 
Vico President - Government Relations. 

Kaiser Foundation Health Plan, I ., its eleven subsidiaries, 
Kaiser Foundation Hospitals and twelve independent Permanente 
Medical Groups comprise the Kaiser Permanente Medical Care 
Program. The Projram is an economically self-sustaining organized 
health care delivery system that provides health services on a 
prepaid, direct service basis to over 5 million members xn 
California, Oregon, Washington, Hawaii, Ohio, Colorado, Texas, 
Marylend, Virginia, Connecticut, New York, North Carolira, 
Georgia, Kansas, Missouri, Massachusetts, and the District of 
Columbia. Our Health Plan members receive services throu?h . 6 ot 
our own hospitals, more than 140 medical office locations, more 
than 5,900 contracting physicians and over 50,000 employees. 

Kaiser Foundation Health Plan, Inc. has been serving Medicare 
beneficiaries since Medicare's inception. When enacted in 1965,, 
Medicare did not contain provisions to pay gr ;p practice 
prepayment plans (one of the HMO prototypes) l basis consistent 
with the way in which they were paid for non-K<3icare members. 
Instead, hospitals which served group practice prepayment plan 
members were paid under Part A on the same basis as other 
hospitals and such plans were paid for Part B services on a per 
capita basis which was cost-based. The only other option was to 
submit bills and be paid on a foe-for-service basis. Since that 
time, our Medicare membership has grown to over 335,000 or seven 
percent of our total enrollment. Many of these Medicare 
beneficiaries have been Health Plan rierbers through much of their 
working lives and have chosen to continue their Health Plan 
membership in retirement. 

Kaiser Permanente is committed to serving the Medicare 
population and expects it to be a growing percentage of our 
business in the years ahead. It is because of this commitment 
that since the early 1960's, we have advocated that Medicare adopt 
a method of payment for prepaid group practice plans and other 
HMOs that is consistent with the manner in which they are paid for 
non-Medicare members. 

It was not until cwo decades later with che passage of the Tax 
Equity and Fiscal Responsibility Act (TEFRA) of 1982 that this 
goal was realized. The risk contract program established by this 
legislation was designed to benefic each of the participants. 
The federal government saves five percent by paying the HMO 95 
percent of the adjusted average per capita cost (AAPCC) . The HMO 
receives its adjusted community rate <ACR) , the rate for providing 
Medicare A and B benefits to Medicare beneficiaries ajjusted for 
expects Medicare utilization. The beneficiary receive** a benefit 
from selecting the HMO in the form of increased benefits or 
reduced costs that result from the HMOs more efficient operation. 

Kaiser Permanente participated in the demonstration effort 
that showed that this system of payment for HMOs would work. In 
1978 our Northwest Region, headquartered in Portland, Oregon, 
became one of seven Medicare demonstration contractors to test the 
roasibility of increasing enrollment of Medicare beneficiaries in 
HMOs. This effort demonstrated the ability to attract a 
representative age and geographic cross section of the senior 
citizen population. Enrollment of new Medicare members into 
Kaiser Permanente in Portland increased the percentage of over 65 
members enrolled in our plan from 6.85 percent in 1979 to 11.9 
percent today which is the same percentage as those 65 and over in 
the Portland community. Patient surveys showed a high level of 
satisfaction, a low annual cancellation rate, and indicated 
excellent member accept*. ice. 

With the implementation of the risk contract program in 1985, 
a number of ou' other Regions have signed risk contracts and bequn 
to participate. Nine of the Program's 12 Regions have entered 
into Medicare risk contracts. A 10th Region, Southern California,, 
hopes to have a contract signed by the end of this month. At the 
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!SDrnlim^fi' v M ?n iCare risk contract enrollment was over 30,000 or 
SX ?J ? tely 10 p ? rcent o£ Medicare membership (334 S30V 

E£ 3E SiSM^.r 68 ""^ """" "viiS^ilS- - 

p«r^nfiJ ar n nembers have been fully integrated into the Kaiser 

5Sm2 riJk'SSrflil a ? diti ° n f° roceivin * Medicare A T 
rnMM \ f beneficiaries receive preventive services, SU cli as 
JS iSi-f 7 " 10 ? 1 exarainat *ons, examinations for hearing and vision 
cooav^^ iniraUni J 8tion ? and haV * no deductible, »S no or modest 

? raoun Jf; six °f our c .tracts provide risk 
beneficiaries with an outpitie.it drug benefit, two provide 
eyeglasses as a benefit and one includef hear nS aids Our recent 
of ^??JI^? 1Senrollroent fi * ures in ^cate on ongo n| high level 
SLw-S ?h a ? ti0 ? a T°? 9 these raembers - Recent surveys in Oregon 

to Medicare beneficiaries under a ri 5 v contract? Consider ?he 
elderly couple who arrives at our mev :al ofHces tlx an initial 
rn^«nVi S shopping bag full of druys prescribed by different 

fS?ifi an ?" T ? e value o£ coordinated and managed care 
SlJ^J \} na i V " u8ls whiCh starts with a complete physical and 
«2 ?S SiJ 0 '}/" 8 "" 8 ?' canno * be ^erastimated/ Or consider 
w£o / fl ?} d ?°?? n Wi ? h . a nuUitufl8 o£ ch -° nic health problems 

Mn, ? firSt time visits 8 Physician without worrying about 
the financial consequences. These examples are just several 0 f 
thousands that could be described to underscore the fact that 
«?i? a if«J ene ! iciaries continue to benefit significantly from 
SllSi T 5 under „ the risk contract program with group practice 
payment plans and other HMOs. 

While there is a general level of satisfaction with the risk 
contracting program within Kaiser Permanente, we have significant 
concerns with events occurring outside 0 ur Program. Of major 

n* l he M™"?" which has developed with international 
Medical Centers (IMC; in South Florida. Whenever ther* are 
problems of thi 1 natire within an industry, the industry as a 
whole suffers. We learned this from the prepaid health plan 
scandals in California in the early 1970's. We are seeino this 
repeated in South Florida in the 1980's. However, unlike past 
crises where the absence of rules led to afcuse, the IMC situation 
underscores the need for more vigorous monitoring of problem HMOs 
or CMPs and more decisive action when current rules are not 
followed. For example, the rule requiring that 50 percent of a 
participating plan's enrollees be persons who are not covered by 
Medicare 0 r Medicaid should be waived only in very unusual 
situations . 

m*™ 7 !)^ 6 are d * fi ciencies in the Medicare risk contract program. 
Many HMOs are mceined about the level and stability of payment 
over time. Ye -to-year fluctuations in the AAPCC at the county 
iSp»n^; e K m8ki i J P l* ni ! l * q ai££ic «lt. Concern about payment 
adequacy has already led several risk contractors to decide not to 
renew contracts, indications are that the number of such HMOs 
will increase unless there are improvements in tiie payment 
methodology, m additiot some plans are concerned that tho new 
Quality Revif.w of risk co..cractors may not recognize the 
differences in HMO medical practice styles and may be 
unnecessarily complicated. *" is may create barriers to HMO 
participation in the Mcdicar risk contract program. 

However, 0 ur assessment of the current situation is that a 
major ovorhsll of the risk contract proqram is not necessary ana 
would be counter-productive. Rather continued fine tuning is 
needed combined with continued and improved administrative 
oversight. More specifically, we see the following as necessary: 

1. Improve the adjusted average per capita cost (AAPCC) 
methodology. 

The AAV X CC represents the f ee-f or-service equivalent of 
Providing care to non-HMO enrolled Medicare beneficiaries in a 
geographic area. While this methodology appeared adequate to 
begin the program, it is increasingly clear that the age, sex, 
welfare and institutional factors included in she AAPCC do lot 
adequately explain or compensate for beneficiary risk, it is 
important Uat Congress and HCFA place high priority on improving 
this methodology. To accomplish this, efforts should be 
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undertaken to advance the "state of the art" so thac HMOs will 
have the assurance that participating in this program will provide 
fair reimbursement. This is necessary to assure government 
savings* HMOs continued participation* an' that the member is 
properly rewarded for selecting a prepaid plan. There are a 
number of risk adjustment methodologies that deserve more critical 
evaluation and demonstration. These involve direct measures of 
health status* such as perceived health status measures and 
functional health status measures* as well as indirect measures 
such as prior health care use. We are actively working on this 
issue through our Center for Health Research in Portland. They 
were awarded a three-year cooperative agreement by the Health Care 
Financing Administration in late 1985 to develop risk adjuators 
based on plan ambulatory and inpatient data. The project will 
relate use of health services by Medicare beneficiaries* to 
patterns of morbidity* perceived health status* self-reported 
chronic conditions and cause-specific mortality. 

2. Promote understanding of and stability in the HtfO payment 
methodology. 

There is a need to assure that the "rules of the game" are 
understood and stable over time. This includes both payment and 
operational requirements. Currently* the details of the 
methodology for developing the AAPCC are not set forth in 
regulations. This leads to two problems. 

First* the factors* assumptions, and methodology for its 
development are not well known or understood across the industry. 
This "black box" approach leads to much uncertainty about what may 
happen to payments in the future. Second, changes can now be made 
in the method or factors without public disclosure. We recommend 
that Congress adopt a requirement that the AAPCC methodology be 
set forth in regulations and that any changes in it follow the 
rule making process. Since a number of the factors represent 
assumptions about the future* it is important that these be 
exposed to scrutiny. The methodology should not be mysterious. 
We suggest a process similar to the publication of the rules 
relating to the perspective payment methodology for hospitals be 
followed for the AAPCC. Accomplishing this may require statutory 
change. 

3. Insist upon strict application of the 50/50 rule. 

Current law requires that Medicare and Medicaid enrollment not 
excerd 50 percent of a plan's total enrollment except in rare 
instances. This rule was established so tl-t HMOs and CMPs would 
have to meet a market test. They would h to be organised and 
operated in ways that are attractive to er.^oyers and the 
community at large in order to serve a sizeable non-Medicare, non- 
Medicaid enrollment. This requirement adds a strong measure of 
market regulation to the risk contract program. We have learned 
*:om the IMC situation and earlier, in the Southern Calif omit 
prepaid health plan si. Adals* that not following this rule 
frequently causes problems. We believe that if the HMO or CMP is 
not attractive to the population at large, it should not be 
offered to Medicare beneficiaries* except in rare instances such 
as those authorized in last year's budget Reconciliation Act (PL 
99-509). 

4. Assure adequate HCFA oversight of plan operations. 

The number of risk contractors has increased dramatically over 
the last *wo years. There has not been a comparable increase in 
HCFA's management staff at either the Regional or Central Office 
level to oversee these operations. Adequate HCFA staff resources 
are particularly needed in dealing with problem HMOs or CMPs. We 
would urge a review of HCFA's staffing levels to assure that the 
staff is adequate to perform this important function. 

5. Evaluate and refine the quality assurance mechanism. 

Beginning this year, professional Review Organisations (PROs) 
or quality review organizations will begin evaluating the quality 
of care in HMOs. We strongly support quality assurance activities 
in HMOs and efforts monitoring thosa activities. We < so 
recognise the legitimate interest of government and others in 
external review and that such z*>* lew, oroperly structured, can be 
salutary. We do have concern about tne methodology that will be 
employed under the PRO review. It is structured on the review 
model wh ;h PROs have used to monitor utilization within hospitals 
and it was not tested pr ior to national Implementation. It is 
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data intensive and emphasizes outside oversight at the expense of 
incentives for the development of strong internal quality 
assurance programs. 

We believe that the best assurance of quality of care is a 
commitment of an HMO or CMP to that goal. We have spent 
considerable effort to develop effective quality assurance 
programs for both inpatient and outpatient settings. We are 
concerned that the resources and effort that will be required to 
comply with the proposed pro review may stifle innovation in 
quality assurance and may lead to a decreased emphasis on internal 
activities. Congress should carefully monitor the evolution of 
this process and require structured evaluation of whether the 
methodology employed is havinq its desired affect. At the same 
time, it should encourage alternative approaches in this extremely 
important area. 

Mr. Chairman, to conclude, we believe that the fundamental 
concept of a risk contract is sound and extremely important to 
maintain. The situation that developed in South Florida is not 
fypical of the manner in which this program operates across the 
nation. The fact that this can happen requires action, but 
hopefully will not result in overreaction . There are important 
adjustments in the program that need to be made and continued 
oversight is necessary. We believe that the long term prospects 
tor Medicare HMOs are good if the issues we have discussed can be 
solved. A growing number of our elderly citizens can and should 
have an HMO option. However, capitation is not a panacea, and we 
believe that significant fee-for-service option will need to 
continue to exist. 

Mr. Chairman, we stand ready to assist Congress and the 
Administration with modifications of the risk contract program so 
that a significant number of our senior citizens have the option 
of joinng a prepaid group practice or other HMO of good value and 
sound quality. 
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TESTIMONY OF KATHRYN M. LANGWELL, SENIOR ECONOMIST 
AND PROJECT DIRECTOR, MEDICARE COMPETITION DEMON- 
STRATION EVALUATION, MATHEMATICA POLICY RESEARCH, 
INC., WASHINGTON, DC 

Ms. Langwell. Thank you, Mr. Chairman. 

I have spent much of the last 10 years studying the nature and 
extent of competition in the health care market, and the impact of 
changing financial arrangements on consumers, providers and 
third party payers. 

Capitation payments and HMOs have been widely promoted for a 
number of years as a potentially valuable means for achieving 
some degree of cost constraint in this market where the consumer 
doesn't pay the full price of services and where tax treatment of 
health insurance encourages first dollar coverage. 

My research and participation in policy discussions around the 
country leads me u> believe that capitation, case management and 
increased competition offer hope for achieving cost containment 
and improving financial access to care for beneficiaries in public 
programs. 

As preparation for this hearing, I devoted considerable time to 
reviewing what knowledge we have at present on the effects of the 
medicare HMO program. Because of dramatic changes in the HMO 
industry in recent years, and because medicare beneficiaries are a 
distinctly different group from the employed under-65 population 
served by HMOs in the past, there is little previous research to 
draw upon for reliable results. However, I think we do know quite 
a bit already about the program. 

First, with respect to impacts on medicare beneficiaries, our re- 
search has shown that during the demonstration program, approxi- 
mately 5 percent of medicare beneficiaries joined an HMO when it 
became an available option. While less than 2 percent of high- 
income J>eneficiaries with existing medigap insurance joined, over 
20 percent of low income medicare beneficiaries, who weren't med- 
icaid eligible and who did not previously have medigap coverage, 
elected to join an HMO, The medicare HMO program clearly has 
the potential to benefit medicare beneficiaries who currently face 
considerable financial barriers *o health care. 

We also know that medicare beneficiaries who join HMOs were 
much less satisfied with the aspects of the care they were receiving 
iVom the fee for service system before joining the HMO. Medicare 
HMOs offer an alternative delivery system that may i. iprove these 
beneficiaries' overall satisfaction with their health care arrange- 
ment. 

With respect to short run and long run financial implications for 
the medicare program, we don't yet have that information. Mathe- 
matical evaluation will provide results on the nature, extent, and 
the underlying causes of biased selection into 17 demonstration 
HMOs and will produce firm evidence for the first time on the 
impact of HMOs on use and cost of health services to Medicare 
beneficiaries. 

I understand there is much dissatisfaction with the AAPCC 
methodology. Rut I strongly recommend that no changes in the 
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methodology be made before these results are available in mid-1988 
and have been carefully considered. 

„*Ii r j£ ng ^u the im J? lemen £& n ex P« ri ence and the ongoing man- 
agement of the medicare HMO program, there clearly have been 
startup problems, as is to be expected in any new program that 
grows much more rapidly than originally was expected. In general, 
these problems have been i cognized by HCFA, the HMO industry 
dressecl gress ' 811(1 many of them have been and are being ad- 

# The first demonstration .HMOs chose to proceed fairly cautiously 
in the program at the beginning, setting medicare enrollment tar- 
gets and preferring to evaluate their initial experience with the 
medicare population before expanding medicare enrollments fur- 

i i?.;?^ 4 ! 861186 ' the !MC situation is an aberration among the 
Parly HMOs in this market. 

My observations and those of others suggest that the program 
could operate somewhat more smoothly for beneficiaries if informa- 
tion dissemination was improved. Particularly, the relatively high 
disenrollment rates that we've observed in the first few months 
alter enrollment suggest that some beneficiaries need more infor- 
mation or better presented information on the HMO option. 

bimilarly, more information on appeals processes and perhaps 
some system of assisting medicare beneficiaries to implement that 
complex process could be helpful to beneficiaries. Some mechanism 
tor assisting beneficiaries to obtain medicap coverage when they 
leave the HMO would be a useful addition to the program, particu- 
larly since, m our surveys, we have observed that one third of 
those who were previously insured before joining the HMO are con- 
tinuing to pay ior that insurance a year or more after joining 

Quality assurance is certainly a significant issue for medicare 
beneficiaries regardless of whether they obtain care from fee for 
service providers or from HMOs. But since the HMO program is 
fX • SSyAi'xi? particularly important that beneficiaries be able to 
join HMOs that have been required to meet standards for internal 
review and that are subject to external review of quality of care. 

Our studies in the quality assurance programs , in medicare 
K 1 the m tial demonstration ones, shows that what some 
HJMUs say they have in place as quality assurance programs aren't 
niSiy ?Pe ratm g effectively, and in some cases aren't operating at 
all. This is a minority of HMO's but it means that the PRO system 
certainly can t rely just on what the HMOs are reporting as oper- 
ational quality assurance programs to decide whether more inten- 
sive review is required. 

I'd like to conclude by saying that beneficiaries certainly seem to 
be responsive to the program, as is the HMO industry. For the pro- 
gram to continue to grow and result in benefits to beneficiaries and 
the government, changes should be undertaken as part of a com- 
prehensive reexamination of the program. A piecemeal approach to 
changes may undermine this new program before it has sufficient 
time to become a well understood option that medicare benefici- 
aries can choose in order to improve their acc^js to care or because 
Thank & ^ managed style of health c*™ 5 delivery. 
[The prepared statement of Ms. Langwell follows:] 
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KATHRYN M. LANGHELL, SENIOR ECONOMIST. HATHEHATICA POLICY RESEARCH. 
WASHINGTON, OC 

During ctM peat decade, I nave b«ta continuously involved in 
research on the market for health aervicee. The effects of competition on 
heath care costs end the role of HMOs in changing the competitive 
anvironment hat been of psrticulsr interest to ue. beginning with my 
participation in the African Medical Aesociation'a Nstional Commission on 
tht Cost of Medical Care snd contin ng thr -«,h over a doxen research 
atudies and ay current position at Mathematica Policy leseerch as Project 
Director for the Ustionsl Evaluation of the Medicare Competition De«o^- 
atntiona being conducted for the Health Care Financing Administration. *y 
participation in this hearing is aa a researcher with extenaive experience 
in examining the structure and performance of the market for heslth 
aervicea and the effects of increasing competition in that market, 
principally through the development end expenaion of HMOe and other 
alternative financing end delivery mechaniams. I would like to emphssixe 
that my testimony reprcsente only my own view* and not those of Mathematica 
Policy Research or of the Health Care Financing Administration. While I 
draw upon results of completed reeeerch from the Evalustion of the Medicare 
Co.petition Demonatretion to sddreas iasws, work that is currently 
underway is not discussed ««Pt » mention that these future results may 
be very useful In ongoing policy deliberations. 

Based upon the ex'sting evidence. I believe that capitation 
arrangements and case management offer the best hope for improving 
financial access to sppropriete quality health servicee for beneficiaries 
covered by public progrsna, within an environment that require cost 
constrsint. The unexpectedly rapid growth of the hwncare HMO program 
suggests that Medicare benaf icisriea are responding to the opportunity to 
improve theii benefits and reduce their financial lisbilitiea for health 
cere. The eubstsntial participation of HMOa in the progrsm (over 25 
percent of sll HMOs) it.dieates that the HMO industry, slso, believes that 
this is s viable option — at leaat under current term*. Whether the 
program saves money for the Government in the short-run i« uncleai; 
however, the longer-r«in effects on the Medicare market may be sufficiently 
desirable that some level of short-run costs may be warranted* 

While the implementation of the TEFRA HMO program haa not been 
uneventful. it f s reasonable to expect that any new progrsm will encounter 
unanticipated situations during ita ear'y yeara and that p.ocedures will 
work smoothly only after soma experience has been gained. With two yeara 
of operational txperience to draw u^on, thia ia a good time to review that 
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experience and determine whether additional ehtngea would mule In a .ore 
emoothly operating program. 

In thie paper, I have focused on three laauca that, Id wy opinion, 
ere critical for evaluating the performance of the Medicare HMO program and 
other future capitation loitlatitea: 



1. Ho Hedicere benef icierlet benefit from the progrea? 

— It financial accen to cere improved? 

— Does heving ehoieet increeie the availability to 
Medicare benef icieriet of aatiafactory health care 
errangeaenci? 

— Ii quality of care maintained? 

!• there an effect on continuity of cere end 
financial vulnerability? 

2. Does che Medicare HMO progrea a eve aoney? 
~ la biaaed aelection en ieaue? 

"~ *° "*»«t extent do HHOa aave aoney through ceae 
management, negotiated diacounta, phyaician 
incentive errengeatnta, and other aechaniaaa? 
If aoat HMOa generate aurpluaea greater than 5 
percent plua "profit", ahould the Medicare progrea 
— rather than Medicare benef lciarica only — obtain 
greater financial benefit froa theae aavinga? 

— What are the competitive effecta of Medicare HMOa 
and do they auggeat potential longer-run benefita 
froa che prograaa? 

3. Ia the Medicare HMO prograa operationally feaaible? 



We don't have th« ' 1 an a vera to all theae queationa yet, but the evidence 
on aeny of theae iaauea ia beginning to become available. I'd like to 
briefly review, in thia paper, what we do know about theae iaauea and what 
we will know aoon aa current reaearch ir progreaa ia completed. 



IMPACT ON MEDICARE BENEFICIARIES 

Financial Acceaa 

The Medicare prograa paya 75 percent of all MeJi cere-cove red health 
care expenditurea and 48 percent of total health care coata incurred by 
ben"f iciariea. 1 To avoid incurring aubatantial liability for out-of-pocket 
coata, over 70 percent of Medicare benef iciariea purchaae auppleaental 
ineurance. MPR'a aurvey of Medicare benef iciariea enrolled in KH)a found 
that expectationa of lower out-of-pocket coata o r obtaining health 
aervicea waa the primary reaaon for enrolling in an HMO for ov«r half of 
reapondenta; another 20 percent indicated that the expanded btnefita 
available through the HMO were the pr'aary reaaon they enrolled (Brown et 
al 1986). Table 1 auaaarizea the expanded benefita offered by TEFRA HMOa a 
year after ispleaentatlon of che prograa. Theae benefits are provided, in 
aoat HMOa, with only minimal coat eharing and no deductible. Over 85 



Medicare doea not pay for preventive care, prcacription druga , 
routine viaion *nd hearing aervicea. or aoat long tera care. Cone uently, 
Medicare bene'itiariee total out-of-pocket liability in 1984 waa $J "> or 
14.6 percent of incooe (Lave, 1986). 
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percent of ch«te HHOa charged • premium of lets than $38 p«r month in 
1985. CBO hat ««tia*ted that the aversge monthly premium for • acdigsp 
policy io 1986 will be $49.80, for a benefit package that i« leas generoue 
Chan that offered by most HHOs. 

TABLE 1 

Percent of TEPIA 1 riak plana offering 
exploded benefice aa part of either a basic or 
high option plan: United Statee, March 31, 1986 



Fercant of plena 
offering benefit 



Extended hospital day* 

Extended •killed Dure log facility deye 

Preventive care 

Drugs 

Eye care 

Ear care 

Dental care 

Extended mental health care 
Other additional beneflte 



^ax Equity and Fiscal leaponsiblllty Act of 1982. 

BC E: "Expanded" benefits as an beneflte that are beyond tnosa normally 
co-vred by standata Medicare. 

SOURCE : Office of Prepaid Operations: Prepaid Contract Status Report, 
March 31, 1986. 



79 
41 
86 
71 
69 
3/ 
14 
34 
34 



A recent study of enrolleee in Medicare HMOs elso suggests that 
financial access to care Is improved particularly for benef iciarlea who e;e 
most likely to be usable to efford health care (Brown and Langwell, 1987). 
Beneficiaries who ere poor but not Mediceid eligible, who do not have 
Medicare a up pie sen tal coverage, end who do not have a regular source of 
care were found to be four tines more likely to Join e Medicare HMO then 
were other beneficiaries. 

The evidence euggeett thet rone Medicare benef iciariue say have 
improved financial acceas to care ea a result of „he Medicare HMO 
program. Whether the improvement in financial access leeds to increased 
utilixation of health services, however, has not yet been demonstrated. 
The recent Rand study of ccess to care for low income beneficiaries in one 
HMO indicates that some Medicaid benef sries encountered barriers to 
access within the HMO that were difficult for them to surmount. A study 
being conducted by Medicel College of Virginia under Mathe*a*ica Policy 
Research^ evaluation contract la examining benef icier lee' experience with 
HMO access barriers, baaed upor interviews with snrollsss reporting 
symptoms and the responss of the HMO to the enrollce'e attempt to obtain 
cerviccc. Result! of this study •« expected to be eveilabla In early 
1988. 
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Satisfaction 

Those Medicare benef lel«rles who Join HMOs are significantly less 
likely to hsve had a regular physician before Joining the HMO and, if they 
did ha/e a regular aource of care were significantly sore likely to report 
dissatisfaction with aspects of f ee-for-service care, including 

o professional coopetence 
o willingness to discuss 
o courtesy 
o emergency care 

o difficulty of filing Medicare and insurance claims 
o costs 

Overall, only 69 percent of *nrolleea reported that they h*d been satisfied 
with their previous fee-for-.ervlce » ou rce of cs.c compared with 86 percent 
of Medicare beneficiaries who did not enroll (Brown and Ungwell 1986). 
The availability of the Medicare HMO option offered these less satisfied 
Medicare beneficiaries an *iteraative financing and delivery ayatea that 
nay result In an increase In their overall level of satlafaction with 
care. Mathematlea Policy Research and Medical College of Virginia are 
analyzing enrollee and nonenrollee interview data to determine the effect 
of HMO enrolloent on aatlsf action, overall and by type of ssrlafaction. 
Kesulta of thla study will be available In the Fall of 19P7. 

Quality of Care 

Enaurlftg quality of care la an iaportant i.sue in all health car* 
policy dellberationa. This Is especially a concern when health pollc, 
changes are expected to affect highly vulnerable population groupa. The 
concern, about quality un der capitation arrangement* la appropriate ilnce 
the financial incentives of c< t.tion could distort practice decl.ions of 
phyalciana. However, concern .bout quality should be equally great under 
fee-for-.ervlce arrangements. Phyaici.ns who face financial lncen tives to 
provide nor. thjn the optlaal ^ My ln „ MM Hedlcare beneficiaries' 
exposure to iatrogenic illness «nd nosoconl.l infections, 1 as well as 
increasing out-of-pocket burden, on benef ici.rlea .ad co.t. to the Medic.re 
program. 



-Haley ct al (1985) e.tlmate th.t 5.7 percent of ho.pltal 
adalssion. develop nosocomial infection*. If Medicare benef iclariea .re no 
-ore vuln 2r .ble to no.ocoml.l Infection, than the under 65 population, this 

be n nefiMa n rf« e / U8 f eit ; th " 274, ?° 0 ° f thC *» 7 "' 000 hospitalized Medic.re 
Deneticiarle* devsioped nosocomial infection* in 1984. 
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Moat of che phytlcl providing car* Co lledlc*re benef lcUrle* 
enrolled 10 Medlcir* HMO* ere fee-for-eervlce provider*, eleo. In feet, Id 
che Me dice re Competition Demonetreciona , 23 percenc of enrolled benef 1* lerlet 
curveted had Joined che HMO wichcic changing chelr primary phyeiclen. lc 
not unlikely chec f«e-for-eervice phyelclene will choose to provide 
dlaclncdy lover quellcy cervlcea Co chelr HMO psclencc chen co chelr fee- 
f or-irvlce peclence. 

The critical queecios le whether Medlcere ben*<f lcierlee ire 
receiving cere of epproprUce quellcy vhecher chey obceln cere frca fee- 
for-eervlce provldere or fro* HMOe end ocher ceplceced errengemenee. 
Preccice peccerne very enormouely eround the councry wicbouc neceseerily 
implying chec quellcy of cer* le beccer or woree In wigh uee «"«» then In 
low uee ereee. In fecc, che deelreblllcy of ceplceclon reece on che 
eeeuspclone cbet: 

1. There ere vcrlcclonc In preccice peccerne of ph>elclene 
chec ere che reeulc of custom or uncertainty recher 
Chen quellcy difference*. 

2. Ezleclng preccice peccerne cen change if phyelclene ere 
beccer Informed, edmlnlecreclve rulec ere puc in piece, 
end/or economic Incentive* ere offered. 

3. Phyelclene reepood Co edmlnlecreclve rulec end economic 
Incentive*, but do noc reepood eo ccrongly chec quellcy 
of cere le diminished. 

Ideally, Medlcere HMOe would enhence quellcy of cere by providing ceee 
mensgemene chec eneuree coordlneclon of eervlcec end reducee provision of 
unneceeaery eervlcee that may be sssoclsted with iecrogenic illness at»d 
nosocomial lnfecdone. Provision of prevendve eervlcee end reduction* in 
financial berrlere Co ecceee ehould eleo Improve che overcll quellcy c* 
cere Co enrolleee — eepeclelXy for choee vlch low income, without Medlcere 
eupplemencel Ineuranct. end vlch no reguler eource of cere prior Co joining 
the Medlcere HMO. 1 

Having cited *he potentiel quellcy edvencegee of Medicare HMOe end 
expressed ay view chat quellcy concerne ere equally cpproprlcce for fee- 
ror-eervlce relmbureed care, 1 will add chec elnce che Medlcere HMO progrea 
le new, lc wsrrsnts epeciel attention Co enaure that all Medicare 
b^nef lcierlee vho ere lntereeted in the program can Join an HMO that la 
meeting established ecenderd* for monitoring end reepondlng Co quellcy of 
cere concerne end chec le eubjecc Co independent, cxterncl quality review. 

Aa pert of the Eveluaclon of che Medlcere Competition Deeonacraclon, 
che Medical Colleft of Virginia le conducting « study of che quellcy of che 



*ln che interview eample for che Eveluaclon of che Medlcere 
Competition Demonstretlone, 23.3 percent of Medlcere HMO enrollee* eald 
*het they did not prevlouely have a regular source of care. 
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proceee of care in eight Medicare KMOe for basic cere, including diabetee 
and hyperteneion management, colorectal cancer, and eongeetive heart 
niiure. Data are being collected from HMO medical records and from fee- 
for-eervice providera' medical reeorde in the teas market areas. The 
results of the analysis, which will be a va' labia in Spring 1988, wiil 
provide evidence, for the first time, on the comparability of care pro -ided 
to Ksd'care benef 'ciariee in Medicare HMOs with the cart available to then 
in the fee-for-eervlce sector in their own communities. 

Continuity of Care and Financial Coverag e 
Unlike the employed population chat must ordinarily make one 
decision annually about their health insurance arrangements and then be 
"locked in" until the next year, Medicare beneficiaries can move into and 
out of Medicare HMOs with notice only days c. ^eeks in advance^ This 
freedom to enroll and disenroll provides beneficiaries an opportunity to 
try out the HMO and, if they dislike aspects of the system or care 
provided, to rreume their previous health care arrangements. The die- 
enrollment provisions of the Medicare HMO program provide a "aafety valve" 
for beneficiaries and for the Medicare program. 

Although annual dlsenrollment rates from Medicare KMOs appear 
high, 1 there are no comparable data for other population groups since open 
dieenrollnen- isn't an available option. It's also useful to point out 

that among the dlsenrollees surveyed in the first half of 1985 by 
Mathoietica Policy Research, 26 percsnt had diaenrolled in order to joi* 
another Medicare HMO. 

The recent study of 1984 and 1985 dlsenrollment fr« Medicare 
demonstration HMOs (Srown «c al. 1986) reported that: 

o A relatively high proportion of Medicare benef iciariee 
(45 percert) diaenrolled in the initial three months 
after enrollment. This pattern suggests that HMOs were 
falling to adequately inform potential mrollece of the 
"lock-in" feature of the plan and other aspects 0 f HMO 
practice that may be unappealing to aome beneficiaries. 
It is also possible that dlsenrollment in the first 
month may reflect high pressure marketing practices that 
persuade beneficiar.es to Join who then, on reflecting, 
d*cid* to cancel their enrol lr*nt. 

o Beneficiaries who appear more likely to be high users of 
services (e.g. older, reporting a health problem) were 
more likely to diaenroll and this pattern appears to be 
consistent acroas plana and markets. High uasra have 
more eieounterr with the KhO delivery system and, 

Wefore, may mors quickly idsntify areas of 
u'kiatisfaction. Thoss benef icisrisa who have "tastes" 
for high u.t -- irrespective of health status — aay 
resist case management pressures. I n addition, thia 
finding suggests that disenrollments may lead to a mors 
favorsbla salsctlon it, KMOs. 



■984 1Bd j.„ u ; ry V 85 n °" ? 2 i, £ Ss3™*f .»*• »«-■> £2, 

enrollmsut. Period following their data v f 



104 



o Disenrollaenc rates differed grtacly aeroaa HMO plana, 
froa a low of 4 percenc Co • high of 39 percent. 

If diaanrollaent rulaa offer * ssftcy vslve for disaaclaf led 
Medlcire brnef Iclarlea, high dlaenrollaenc racaa eay indicate aome degree 
of disrupt ion In concinulcy of csre tad lose degree of financial expoeure 
for beneficial who cancel medigap polleiae upon Joining Che HMO. Over 
75 percenc of Medicare benef Iclarlea who enroll In HMOa reporc hiving had 
private Inaursnce prior Co enrollment. Those who cancel that insursnce may 
experience gaps In insursnce covsrsge If chey dlsenroll from Che HMO 
Analysis of interview daci fro* Che Eviluiclon of tho Medlcire Compeclcion 
Demonstrations (Ungwell 1987) indicates chac spproxiaacely one of three 
previously Insured HMO enrollee* hi* condnued Co maincsln chic Insurince 
over a yesr afcer Joining Che HMO. While some (23 percenc) reciln insur- 
snce bcesuss chey receive lc n ■ rec«rement beneflc wichouc cose Co Chen, 
nesrly 20 percenc ludicste chat chey malntsin Che coverage because chey sre 
uncercsZn sbouc "sy'ng in Che HMO or beciuie chey think lei worch paying 
che premium Co have che security of excra coverige. Wich Medicare 
supplemencsl coverage esclaaced Co coec nearly $50 a month In 1988, some 
Medicare benef Iclarle* are paying a high ?rice Co procecc cheaselves 
agalnac the poaalblllty of financial vulnerability If chey chooae Co leave 
che HMO. Ocher benef Iclarlaa who cancel chelr Insurance afcer enrollment, 
however, may encouncar high out-of-pocket coaca for Services chey require 
afcer laavlng ch# HMO, buc befora chey can enroll In anocher prlvace 
aedlgsp prograa. Yhe cacaacrophlc propoaala under conalderaclon by 
Congreaa aay reduce che excenc of financial vulnerablllcy of dltenrolleet. 
Even »o, an Informacion dlaaemlnadon prograr designed Co assist HMO 
enrolleea Co underacand chelr Insurance altuaclon say be vsr ranted. 

FINANCIAL IMPACTS OS THE HEDICARL PROGRAM 

Healch maincenanee organltac lona and caae management »ay repreaenc 
an opporcunlcy Co Increaac financial acceaa Co approprlaee quallcy care Co 
Medicare benef Iclarlea while concalnlng coaca Co che Medicare progrsn. If 
so, the Medicare program, Medicare benef Iclarlea, and HMOa chac parciclpace 
in the Medicare prograsi aay all beneflc froa this expsns',on of choices 
within the Medicare progra.. Tie limited evidence available for Che under 
65 populaclon suggescs Chat HMOs do osve money,, priasrlly by reducing 
hosplts- use. Mosc o^ che scudies froa which chese findings sre drewn, 
however, sre bssed on the experience of s handful of well escsbllshed 
atypical (for 1987) HMOs. Between 1976 snd 1986 che nuaber of HMOs In che 
U.S. incressed froa 236 Co 595 wich che number of IPAs Incressing most 
dismaclcally *.on 41 Co 345. Eorollmenc in IPA HMOs Incressed by over 
2, COO percenc over Che pssc decsde, while Cocsl enrollment in HMOs 
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lncraaaed nearly 400 percent. Am a raeult of tbeae elgnlflcant changae Id 
the UNO lnduetry, i:» B unclear wha.her peat etudlee of the effect of HMOa 
on uii end coati of it 'caa ara relevant Co uodara tending aod predicting 
the impact of Medicare HMOr Slnllerlly, cha t*t etudlee that have 
■uffaitad that HMOa have a one tl*. *apect on coata but do not alow tha 
rata cf Sncreeee Id coata over time ara baaed oo _'*ited data froa tha 
19«>e aod 19/Oa vben tha type of HMOa operating %mn different froa today 
ar«. aerfcet coodltlooa and coapatltlva preeeuree vara very different. 

Ivan If tbata change. Id tha HMO lnduetry aod Id market coodltlooe 
had Dot occurrad, prevloue etudlee of the impact of »X)a oo uaa aod coat of 
••ervlcte hava oot baao abla to appropriately adjuat f^r tha nature aod 
•xtaat »f blaaad .election. If pcraooa who Join HMOa an eyetematicelly 
haalthlar and/or prafar a low intervention practlca etyle, than apparaot 
difference Id utlllxatloo *f hoepltel aod otbar earvlCee aay elaply 
reflect tha dlffaraocaa Id baalth atatua end "taetae - of KHO corollaaa and 
all other ptraone. Thara la el«o tha poeelblllty that, avao If rallabla 
atodlaa vrra aval labia tor ha undar 65 population, Madlcara beneflderlee 
aa a group may be dlffaraot In their propenelty to join an HMO. 

The conclualoo to ba drawn froa V '% dlacueelon la that lt'e vary 
difficult to eedaete, -t preaaot, the eavlnga (if any) to Madlcara fro* 
tha TEJIA HMO prograa. In tha aactlone that follow, I will mention a faw 
.pacific atodlaa, coapl.ted and uod.rvty, that provld. .0- information on 
whether HMOa aay a ava aonay tor tha Madlcara ,.ogrea. 

Blaaad Salactlon 

Uhathar HMOa aava aonay for the Madlcara prograa dapanda. In graat 
part, on vhetfcer thara la blaaad aalactlon Into Madlcara HMOa. HCFA paya 
HMO. 95 percant 0/ tha edjuated average par capita coat (AAPCC) In tha 
county of ra.ldenr* for .ach anrolla. - i n 1984 tbe ^ c , plt , Mjdlc#T , 
ralaburaaaent wa . $1,974. Howevar, naarly AO parcant of MaJIcera 
banafldarlaa do not racalva any ralaburaaaacta froa tha Hedlcar. prograa 
aach ya.r (ubltt and Prlhoda, 1934). Whan the. a individual .nroll In an 
HMO, HCFA p.y. tha HMO 95 percant of tha AAPCC on thalr bahalf. If a 
dl.proportlonat. auabar of tha. a - iero raiaburaaaant" banafldarlaa (or low 
ralaburaaaent banafldarlaa) join HMO., than tha progr.a can be coat 
lncreaelng, rath.r than coat aevlng. 

Th. oatura and extent of blaaad a election Into Madlcara HMOa ha a 
bean laveetlgated by Eggara (1980), Eggara and Prlhoda (1982) and by 
McCv-ui >198/) uaing data for prior uaa. th.i r raaulta, for two group 
»>de2 'W ♦ and one 1PA froa the 1980 He"ca're Capitation Oeaonatratlone, 
auegaat the group model HMOa experienced eubetantlal favorabla .aloct' «i, 
but tha 1PA attracted anrollaaa who war a rapraaantat lvf of 'be ;kat area. 
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CAO (1986) reporte that mortality ratea of Medicare HMO enrolleea 
•re conelderably below che egc-eex adJuaCrfi expecced rece — only 77 
percent of expecCe<? morcelicy. 1 Since annual Medicare relmbureemenCs for 
decadence ere 6 times ea high «a for aurvlvor*, the lower morcalic- rates 
suggesC Chat excessive paymenCs Co HMOs say be occurring. 

Thus, Chare la some evidence, Chough limited, that suggesCs Chat 
blaeed ■election mcy be en leeuc In the Medicare progrem. This evidence, 
however, la Inadequate Co develop clear policy directions. The Evaluation 
of che Medicare Competition Evaluation being cooducCed by Mathematics 
Policy Research for HCFA Includae a eCudy of Che oacure and exCenC of 
bleaed aelecClon InCo Mcdlcere HMOe. Thla eCudy la focualng on 17,000 
enrollera In 17 demonstration .«0a end comparing Cheae benef Iclerlea to 
17.00C nonenrolleea In Che aare market ereae. Prior uae will be examined 
and, using survey dace for a sample of tt*.'e benef Iclerlea, chereccerledca, 
attUudes, perceived health etaCus, and oCher facCora w-.ll be considered. 
In addlClon, aorCallcy experience over a cwo yeer period will be examined 
for Cheae 34,000 enrolleea. The reaulCa of thla eCudy will provide Infor- 
matlon on: 

Che nature and exCenC of blaaed aelecClon InCo and out 
of Medicare HMOe 

o how bleaed aelecClon virlee amoof KMOa end geographic 
ereea 

o che extent Co which bleaed aelecClon end aorCallcy reCee 
ere releCeO 

o Che relecionahlp beCween mark C«ng prai . Icea end bleaed 
aelecClon 

Theae eCudy findings will be available In Fall 1987 and will be extremely 
vsluabl* for examining* Che race aettlng methodology and Che extent Co which 
1C reflect! epproprlacely dlfferencea between Medicare HMO enrolleea and 
nonenrolleea* 

Magnitude end Sourcea of Sevlnga 
If Medicare HMOa actuelly aave money, the aourcea of theae aavlnga 
ere Importent to underitend to enure that benef Iclerlea ere receiving 
epproprlete beneflta and aervlcea end to enable the Government to refine 
Che payment meChodology. Sourcea of saving Include: 

1« Reduction! In utilisation of services compered Co fee- 
for-servlce levels. 

2. Efficiencies In provlalon of aervlcea CheC ere ooC 
echleved by fee-for-acrvlce provldera 



Unresolved la the laaue of Che cauae of the difference In 
mortality race.. Sox* porcion of Che difference IfhC be 
S"t« "cce... prev.ncive car., end che dlffer.nc pr.ccice .tyle. In HMOl,. 
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3. negotiated price discount* fro* providers below fee- 
for-scrvice levels* 

Through chess mechanisms, HMOs uy be able Co provide appropriecs 

quality cere Co beneficiaries at * coat considerably below 95 percenc of 

Che AAPCC. 1 If ao, Chen it nay be that Che Medicare program could share in 

these savings Co a greater extent Chan Che current payment methodology 

allows. ever, since HMOs are Halted Co "profits" on their Medicare 

cnrollees no greacer Chan Che profits chey . *rn on non-Medicare enrollees, 

a decision that peyment levels Co HMOs shot Id be reduced will require that 

Medicare beneficiaries receive fewt,r benefice, pay a greacer cost-share, 

and/or higher premiums for Medicare HMO mecbership. Careful consideration 

aay be necessary Co deCermlne the potential negative effect* of chis change 

on che race ac which enrollment in Medicare HMOs will grow. This is 
parcicularly of concern if, a* i* discussed in che nutt section, Medicare 

HMOs have a beneficial competitive effect in che Medicare market. 

I chink ic's also worch aencioning that chere ia considerable 
interest in developing methodologies for improving the AAPCC, both to 
account for biased selection and for the different utilization pattern* 
within HMOs. (A recent paper by Newhouee (*986) summarizes the current 
status of this activity). Since HCFA has undertaken, through its eval- 
uation contract with MPR, a comprehensive examination of biased selection 
and of the impact of Medicare HMOs on use and cost of health services of 
enrollees over a two year post-enrollment period, I would recommend that no 
changes in the AuPCC methodology or level be considered before these 
results become available and ihat testing of the revised methodologies be 
undertaken before contempl' -ed changes are finalized. These studies of 
bissed selection end use and cost iapscts will provide a unique 
contribution to our currently limited understanding of KHOs and their 
financial effects. 

Competitive Effects 
One reason for introducing HMOs into the Medicare market was the 
perception that, in addition to direct savings, the Medicare program might 
benefit from increased competition in the markets in which Medicare HMOs 
operate. Possible market responses of fee-f or-service providers include: 

o a grester willingness of physicians to accept assignment 
for Medicare clsiaa in order to retsin pstients who 
otherwise might join sn HMO 



^Observing the generosity of benefits and minimal coatshering 
offered by most Medicare KMOs and the relatively low premiums charged Co 
beneficiaries, ic seems obvious that Medicare HMOs are providing all 
Medicare benefits for considerably less then 95 percent of the AAPCC. 
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o a greater willingness on the part of providers Co 
contract with HMOi at negotiated ratea below Cht 
established fee-for-eetvice levels 

o che formation by provider! of new IPA* and ppos co 
compete wit*, escebliehed HMO* 

o ei sore physician* gain experience vich HMO practice 
pacccrns, Cheir fee-f or-ssrvice practice ecyle may 
become sore timilar Co ch* HMO pattern. 

While Chcrc is licde "hard" evidence on Che competitive effect! of 
HMOt, most scudies that have been done were based on pre-1980 experience. 
The rapid growth and changes in che HMO indue cry in chie decade suggest 
rhac competitive effects may be much more substantial today. 

BviJence on the Competitive impact of the Medicare HMO program is 
provided by physicians' wlllingneas to contract with HMOs on terma most 
favorable to the HK? I've been involved in site visits to 30 HMOs during 
the last five years focusing, in part, on the nature of financial 
arrangemeuta becwecn HMO* and phyeiciane. Of cbeae 30 HMOs, 16 capicace 
phyaiciana for office baaed services and aevenl capicate for referral 
physician services sua other ambulatory eervicea. A few HMOs are fully 
capltatlng large medical groupa — including for hospital and other 
inatitutional aervlcca. KMOa prefer to capitate in order Co a pre id cheir 
financial risk. Co providcra. Why are phyaiciana willing Co accept thia 
financial rlakT Medical group admlniatrarors with large, well kt.ovn 
medical groupa have 'old me that they do it because otherwise the> will 
lose patients Co che HMO and Co the phyaiciana who have agreed to thcae 
terms. 

One final comment on competition and the Medicare program la 
uaeful. Under a grant fro* the Health Care Financing Adminlscrs tion, ay 
colleagues and 1 at MIR, with the reaearch aim of Medical Group Management 
Association, have for the peat year been designing a demonstration that 
would test the feaaibility of HCFA directly capltatlng large, well 
scSaMishcd medical groupa for all Part B eervicea to be provided to 
enrolled Medicare benef icieriee. Theae medical groupa would aaauae full 
financial risk Part B eervicea and would alao accept some limited 
degree of risk for Part A eervicea. 

During the design phase of the grant, we mailed information packets 
to Just over 1,000 medical groupa that met the mlniwia aixe and specialty 
mix rmtul"*' «• It warn our expectation that we might receive 30 Co 40 
rmaponaee f . oa incetVtmd medical groupa. Within two month* of che 
mailing, 125 medic*! gr^PS — 12 per Cant of ell medics 1 groupa contacted 
— had responded that chey would be interested in participating in a direct 
capitation demon* trs tion. Several pointed out that, eince they are already 
accepting capitation arrangement-* with HMOs, this opportunity could be an 
effective mechanise for Increasing Medicare petiantloeda and maintaining 
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dirft eoncrol ov.r chose p dents' tre.tment. 

Hy conclusion 1. clue chert 1. competition In the Medicare m.rk,' 
~ re.e.rcher. Ju.t h.».n't yet quantified It. The Medicare HMO prog>*. 

almo.t c.rtainly, „ i. por t.nt .lement in that competitive market. 
«*» policy changee effecting the Medicare HMO program .re being 
con.id.red, it would be ..nalble to consider Aether the.e broker effect. 
"Ill be elt.r.d, al.o, «nd * n what direction. 

OPERATIONAL FEASIBILITY 

The long run f...ibility of the Medicare HMO program will depend 
upon th. willingne.. of HMO. .nd Medicare benef ic.rie. to participate, .. 

* Up0n wnecber Cn « Cov.naent can rn.lnt.ln it. over.lght role 
•aeiefactorily without incurring dl.proportion.tely nigh admlnl.tr.tlve 

Ttlni ^J'" T K * dlCJ " m9 Pr08r " h " » • rate 

than w*. Mtl cipat«l ,»,„.» that both HMO. .nd Hedic.re ben.f icl.rie. .re 

willing to partldpat. in th. .hort run. However, it 1. deer cb « change. 

In Government ..nagement of th. progr» coo i d rtiuU in lower participation 

in the future. 

Any n.w program end. to encounter startup problem. th.t, in 
eub..quent ye.re, .re corrected. Critic of che Medicare HMO progr.m have 
focused on several issues; 

l# E*rly probl em, with enrollment .nd dlsenrollmenc 

yrocdur... HCFA's «««renees of the.e le.ue. led to 
the Ov 4«rv. contract which now provide, a more 
tlmel, .-line ey.tem for recording enrollment* and 
dl. enrollments. 

2. Issues of financial solveney requirements when HMO. 
spread financial risk to provider.. 

3. Th. IHC deviation, from the 50:50 rule. 

*• Hark «tlM practice, and information and .ppropri.te 
review M chanl.ma. 

5. Protecting benef iciarie. from gap. In Medicare 
'HfP?'?*"" 1 C0Ttr *« e - and E«Pi In servle. when HMO. «nd 
physicians discontinue participation in the program. 

6. HMO compliance vith requirement, for grievanc e 
procedure. «nd appeal rights. 

7. Ensuring quality of e «r« . 

In Chi. s.ctlon, I'll bri.fly dl.cu.. e.ch of the.e i..u«. .nd, where 
appropriate, gu gg..t some possible .re., where dung., in adaini.trativ. 
ov.r.Hht could encourage gr.ater participation and, perhap., relieve some 
coDCcrn. .bout the program. 

Enrollment .nd Dlsenro'lmen* Procedure. 
The current on-linr .y.tem used by HCPA to record HMO en roll meats 
and di.enroll.ent. h« .ll.vi.ted m.ny of the concern. ..preesed during the 
«rly d.monatr.tion period .bout HCFA*. .Mile, to oper.t. chi. aspect of 
the program. Mor. recently, however, Senator Heine nee raised the conc.rn 
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that *ome HMOs may •oroll or disenroll beneficiaries without their 
avrreness and with potentielly cataetrophic financial costs to the benefi- 
ciary. Although tha Heinz rapott provides much anecdotal evidence, no fir. 
data are available on the extent of the problam. Dissnrollment p.ttern. in 
several demonstration Market .reaa, and for •pacific HMOs, nri very high 
io the initial two year* of the program. On the other hand, of 17 
demonstration HMOs, 11 HMOs in 8 markst .rsa. had dissnrollment rates under 
12 percent annually while 6 HMO. in 2 market areas had diMnroll«*it ratee 
of 20-39 percent. The disenrollment survey conducted by KPR (Tucker and 
Ungwell, 1987) .sked 315 dieenrollees fro. theee 17 HMO. why they had 
disenrolled. Only * percent (6 people) of those who disenrolled within 3 
to 9 aontha sfter joining said that they disenrolled becauae they h*d never 
intended to enroll. 

It', unclear whether any administratively feasible mechanisa can be 
put in place that would permit HCPA to identify cases where beneficiaries 
.re intentionally f.lsely enrolled. If the occurrence 1. as small as our 
study would suggest (4 percent of dieenrollees, and about 0.6 percent of 
all enrol lees), *t seema unlikely that «ny coat effective methoda can be 
developed to address this issue. 

With reapect to HMO initUted involuntary disenrolla* HCPA 
presumably can retroactively reinatate the beneficiary and require the HMO 
to pay all out-of-plan costs incurred by the beneficiary, if it is proven 
that the HMO inappropriately dieenrolled hia/het. Substantial financial 
penalties might also be applied when HMO has exhibited • pattern of 
inappropriate disenrollment. Again, the evidence does not suggeet that 
thle is a wideepread problem and cost effective mechanism, to prevent any 
such occurrences may not be available. 

Riskspreading and Plnancial Solvency Requirements 
The CAO (1986) report turned particular attention to financial 
arrangements between HMOs and physicians in which the HMO transfers 
financial risk to the physician for a range of services up to and including 
all covered services. Solvency requirements apply to the HMO organization, 
but not to individual providera who are sharing in t* 2 financial risk. 
Thus, CAO raised the concern that Medicare benef iciariee may not be fully 
protected if an at-risk provider becomes insolvent. 

There *re a wide variety of physician Incentive arrangements being 
used by HMOs at present (CHAA 1987; Ungwell et al 1987; CAO 1987). 
Table 2 auaoarizee these arrangements ' J Medicare HMOs. Table 3 
summarize; theee *rrei emonts in 10 t Medicare HMOs. While the HMO is 
ultimately responsible for the financial obligstions incurred on behalf of 
enrollees. insolvency of a risk sharing provider could create • situation 
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where beneficleri.. receive bill, tod are di.cre.ied * re.ult. Id 
eddicicn, ch«re It iom concern thee excessively high flnenclel rl.k may 
c.«.e a0 me phyjicien. to render poor quelity cere. Pro.lelone m che 19*6 
Budget Reconciliedon Act pro.id. for e .tody of KMO-p h y.icl*n flnenclel 
arrangemenC. Co determine whether HMO. .hould be prohibited from offering 
financial Incentive. Co reduce u.e of .ervlce. by Medicare benef Iclarle.. 
Uflalacion co prohlbic mo.c phy.ldan incentive arrangement. cwili C4uje 
HMO. Co leave the Medicare .arket. .ioce they vould lo.e a hijlly effective 
means of altering physician practice pattern.. On che ocher hend. it may 
be appropriate to collider the quality 4nd .olvency lapliceCion. of 
err.ngemenc. thaC P uC phy.lcian. «t full rl.k for co.C. of all he «lth care 
provided to Medicare beneficiarie.. 
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IMC and the 50:50 Rule 

L"C's rapid growth appears to b« to aberration to th« Medl-^re 
market. Of 20 of the dsmonstratl »n HMO* that received site vlllti by the 
K?fe teea, thi first year enrollment terftte riportcd ranged froa 500 to 
25,000 with an average enrollment target acroti all 20 I'HOe of only 5,791 
Medicare beneficiaries. Only four of the demonstration HHOs expscted to 
enroll more than 10,000 Medicare beneficiaries during the entire demonstra- 
tion. Even with these relatively modest enrollment targets, only 10 of the 
20 HMO* had schleved their enrollment targets at the end of the first year. 

The 50:50 rule places a constraint on maximum combined Medicare and 
Medicaid enrollment relative to the plan's non-public enrollment. That 
rule was the only barrier encountered by IMC in its rapid expansion. 
Uovaver, it is perhaps more relevant to ask whether there should be some 
•pecific, maximum number of Medicare beneficiaries that a Medicare HMO csn 
enroll or whether there should be a limit on the number of new Medlcarl 
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bcocf icieries an HMO can add per year. Attention sight t to be directed to 
the ratic of revenue* from the Medicare program to revenue* from ell other 
sources. The HMO industry it * relatively new one and even for long 
established HMOs, provision of cere to Medicare benef icierles who ere 
sicker end require more end different services, is s nev experience. A 
gradual, careful epprosch to expending the Medicare UNO program end other 
cepicetion alternatives ahould be the general rule. 

Marketing Practices end Information Dissemination 
Few issues ere more hotly debated then the role of government in 
monitoring cod reviewing marketing practices. During the deaonstretion 
period, 50 percent of the KMOa complained that the review of marketing 
materials was a problem: review was slow, guidelines were embiguous, sod 
the process didn't teke into account regional differences in market 
conditions. Currently, the review is pieced st the HUS Regional Office 
level. However, concern has been expres»«a that atenderds end the review 
process very across regions. 

Marketing practices may result in Hedicere benef icieries enrolling 
under high pressure tactics, aisunderstending the enrollment option, and/or 
HMOs being able to market selectively to obteir fevoreble heelth risks. 
The main thrust of the recent Heinz report wee on marketing practices. The 
report recommends that Congress should amend the Social Security Act to 
provide strict federel standard* for the promotion, advertising and ssle of 
Medicare LMO plan*. This recommendation, if implemented, would relieve 
regionel HCFA officials of responsibility for determining standard* ♦ 
However, unless carefully constructed, these stenderds coull interfere with 
the of Medicere HMOs to compete effectively with Medicare 

aupplesentel insurers. 

Another criticel issue is the pleceaent on HMO marketing staff of 
the burden of informing Medicere benef icieries "lock-in" features end other 
espects of the HMO option. It's evident from anecdotal evidence end 
limited survey date thet some Medicare beneficiaries do not uoderstend what 
they're Joi *ng when they enroll in en HMO. Of 305 surveyed diaenrolleee, 
23 percent • id they had difenrolled becauae they hed not understood the 
HMO arrangements wfren chey enrolled (Tucker end Ungwell, 1987). The 
rejaon* for aisunderstending included: 

o Did not reelixe I'd be off Hedicere (2 percent) 

o Did not reelixe I would heve to switch doctors (12 
percent) 

o Services promised weren't available (3 percent) 

o Did vot understand out-of-eree travel rule* (1.3 
percent) 

o Ceneral mi » under* tending (3 percent) 
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An esrly study of disenrollaent froa demonstration plans (Brown et «1 198t>) 
found chit 45 percent of firit year disenrollaents occurred within 3 aonths 
of enrollment. This F«tern strongly suggesta thit ton« Medicare benefl- 
citriet were not getting adequate information on the HMO* a advantages and 
disadvantages* 

Under the TEFRA prograa, HCPA notifies beneficiaries shortly sfter 
enrollment thst they sre HMO a*abers and whst thst laplies stout their 
relstionship to Hedicsre snd non-HMO providers. This letter ia certainly 
helpful in ensuring that benef icisries underatend their HMO enrol laent , but 
coain? ZtZtl enrollaent, it doesn't prevent aoae beneficiaries froa 
suffering gaps in continuity of care and incurring soaetiaes substantial 
out of pocket costs. 

As the Medicare HMO prograa con nues to grow, inforaation will 
becoae less of s problea as Medicare benef iciariea and their faailies gain 
experience with HMOs snd ehsre this experience with other benti iciaries • 
In the aeantiae, greater efforts to disseminate inforaation on HMOs to 
Medicare benef icisries could be aade by the Covernaent snd by consumer 
groups. U would be particulsrly useful to develop inforaation prograas in 
vhere the HMO option is Just oecoaing avsilsble and where few benefi- 
ciaries have had prior direct contsct with HMO practice arrangeaenta. 



Beneficiariaa aay face financial loases aa a reeult of disenroll- 
aent froa HMOs or as s result of terainstion of the HMO's Medicare 
contrsct. Siailarly, continuity of care aay be disrupted if the bene- 
ficiary rfisenrolls and their priaary physician doesn't have s fee-for- 
service practice or if the benef icisry's ^riuary physician terminates HMO 
psrticioation. In the section on beneficiary effects above I hsve 
discussed the gsp in insurance coverage when beneficiaries disenroll. With 
respect to gaps in eervice when benef icisries disenroll, it is worth noting 
that over 20 percent of HMO enrol lees continue seeing the saae physician 
when they Join the HMO and that 7 percent of disenrollees (12 percent of 
those who disenroll after a year) stste that their reseon for disenrolling 
vss that their doctor left the HMO (Tucker and Langwell, 1987). 

With reapect to financial coverage gapa when benef iciariea 
disenroll, approximately 32 percent of Medicare HMO dieenrollees did not 
have *uppleaental insurance before they Joined the HMO; ' those who did 
have ineurance, needy one-third retained it while enrolled in the HMO; and 

nearly a qusrter of disenrollees iaaedietely Joined another HMO. Only a 

relstively saall proportion of benef icisries who voluntarily disenroll face 

insurance coverage gaps. 

On the other hend, when an HMO terminates it. contract wil * HCPA, 

its enrolled beneficiaries aay face extended periods without supplemental 
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coverage. Senator Heinx suggescs th ac coordlnaced opto enrollment periods 
for .11 Medicare HMOs la an area would help alleviate chit problem. Other 
opclont include (1) negotiating t cote contract arrangement v ith tht 
terminating HMO to provide e bridge for enrollttt to the supplemental 
lnsvrsnce open enrollment period and/or (2> arranging with ooe or acre 
traditional supplemental lnaurtrt to tnroll Medicare beneficiaries when 
terminate a contract. 

Grievance Proceduret 
A fairly complex Internal and exttrnal grievance procedure hat been 
developed for Kedlcara HMOs. Medicare HMCt are required to Inform 
enrollttt In writing of both the HMG't lnttrnal grievance proceduret and of 
the external appealt procett available to them. CAO (1966) rtportt that, 
for the flrtt two yeart of the demons cr*don ylogrmm, four Florida HMOs did 
not adequacely Inform enrolled of their right*. CAO recommends that a 
scsnderdlzed explsnatlon of the tppealt procttt be developed and provided 
to HMOs for inclusion In member hendbooVe and other material!. In 
addition, CAO recommends guidelines for HMOs to follow In Informing 
Medicare beneficiaries of Internal grlevanct procedural. 

Utile chase rt comma nde clone way accomplish the objective of 
Informing Medicare benef lclarlei , given that the process 1. particularly 
complex the Government or consumer groups nay want to consider: (1) 
Informing beneficiaries directly of their appeal rights; and (2) 
establishing a system to provide asslstsnce to enrolled with grievances 
that aids them to understand and implement the grleviace process. 

Qusllty 4ss. ranee 

Assuring quality of care In Medicare HMOs has been a priori for 
HCPA, HHS, and Congre-s since the program began. Measuring quality is, 
however, a difficult and very costly tssk and there is no method for 
reviewing qusllty chat is universally accepted. Mathesatica Policy 
Research and Medical College of Virginia .re conducting a multlfacated 
study of quality assurance programs and of qualicy of care, including 
patient sacisf acdon, access, and the process of care received for specific 
condition* ard diagnoses. 

AC chls dm*, only che scudy of qualicy ...urance progrims is 
complete. 1 Rrsulcs of chac scudy are very Informative: 

1. The majority of che HMOs acudled had functioning 

qualicy assurance programa chac act che requlremencs of 
OKHO for parclcipadon in che program. 



*The scudy of sadsfactlon with care will be coaplated in Fall 
1987. The clinical atudy of the quality of the process of care for basic 
cart, colo-rectal cancer, and congestive heart lallure will be completed in 
Spring 1966. r 
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2. Some HMOs described alatorste quality aaaurance 
programs in their application to HCFA; howtver, theae 
QAPt were found to be not actually functioning when 
site visits were conducted* 

3. Soae HMO. dslegstt rea^oaslblllty for quality aaaurance 
activities to their physician provider organization 
rather thin Mre an Independent Internal aedlcal 

dl rector* 

4. A nuaber of HMOs rely on their utilization review 
ayatea to Identify quality problea*. While UR does 
Identify some type* of problems quite effectively, It 
Is not a QAP and will not detect the full range of 
quality problems that might be present In an HKO. 

There's little or no evidence that a functional quality aaaurance prograa 
actually ylelda better health outcomes. However, there 1» • value to 
having an effective mechanism In place for Identifying actual or potential 
quality probleaa, developing approachea to reaolve problems, and a rroceae 
for follow-up. Consequently, It was disturbing to discover that QAPs are 
not fully In place In all Medicare HMOa. 

To soae extent, *he extension of PRO review to Medicare HMOs may 
alleviate concerns that quall'y la not being monitored In Hedlcare HMOs. 
In addition, there may be steps that can be taken that place a greater 
eaphasls on the laportance of quality aonltorlng In Medicare HMOa. For the 
Design of a Medical Croup Capitation demonstration Under Medicare, MPR and 
Medical Croup Management Association developed an approach to monitoring 
the operation of QAPS In capitated organization! that Illustrates one 
possible system. 

1. Medical group demonstration applicants must submit a 
descrlp:lon of their QAP, along with one year of QAP 
meeting minutes and medical record audit reaulta. 

2. Prior to the beginning of the demonstration, a site 
visit will be made to verify the QAP, to review past 
QAP activities, and to examine the medical record 
system. 

3. Medical groups that aren't able to meet QAP standards 
will be required to meet those standards prior to 
enrolling Medicare beneficiaries. 

4. A alte visit will be conducted six months after the 
demonatratlon beglna In order to review the functioning 
and reaulta of the QAP activity. Medical groups not In 
coapllar.ee will be required to contract with AAAHC or 
another national accreditation group for review and 
accreditation, failure to seek accreditation wo >ld 
reault In cancellation of the medical group's 
demonstration contract. 

5. throughout the demonatratlon, medical groups will be 
required to submit detailed written reports on QAP 
Activities on a quarterly basis. 

6. External PRO review of quality of care will be 
conducted In demonatratlon medical groupa. 

While thla level of Intensity of review la more appropriate for a 

demonstration than for a full acale program, It doea llluitrate one coapre- 

henslve approach to quality aaaurance prograa aonltorlng. It alao reflects 

the fact that the HMO written descriptions of their QAPs may not represent 
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the actual operating QAP. A PRO cannot rely on written documentation to 

* wheCher • HMO ij co.plylng. On cht other hind, continuing 

review of an HMO's QAP can require considerably 1... ,f fort after the 
appropriateness of th« ays tea end lte operational statue hu b«en 
determined. This Implies th- , there may be high coets for initial review 
but chat the coat of ongoing .onltorlng Right be conelderebly lower for 
HMOs that Met «11 requirement*. 

SUMMARY 

The Medicare HMO program offers benef lcl.rles a broader set of 
health cere financing and delivery alternative, and, potentially, i.proved 
financial access to health services than hat been available. The positive 
response of the HMO Industry and of Medicare benef lclarlea Is evident by 
the expectedly rspld growth of the program alnce It waa implemented In 
early 1985. 

Capitation and c*ie managed care swy be the m>*z effective 
mechanic for ensuring financial access to approprlste quality of care, In 
en environment that includes strong pressures for cost contslnment. While 
oot all Medlcsre beneficiaries will want to join KMOs, the competitive 
effects on fee-for-aervlce providers may create additional positive 
responses that affect overall costs and practice patterns. 

As with any new program, experience leads to refinements snd 
Improvements to administrative procedures. A nueber of changes m the 
Medicare HMO progra. h.ve been made In reapon.e to experience during the 
demonstration period. Now with two full year, of oper.tlon.l experience 
under the TEPRA progra., It 1. useful to exa.lne this experience and 
determine whether further refinement, and Improvement, are nece.sary and 
oper.tlon.lly fe..lble. I hope th.t .y rem .rk. are useful a. background to 
the Coamlttee's deliberations on this issue. 
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Mr. Mica. Thank you all. Let me just extend thanks to everyone 
here. Fm going to call on Chairman Roybal for the first questions. 
Let me just have you keep this in mind as you respond. 

Fve served here 10 years on this committee, and I >iave found an 
interesting record for the Aging Committee, which is not a legisla- 
tive committee, that virtually every m^jor health recommendation 
that this committe Has made has been enacted into law. So I want 
you to understand Wat as you give us this information, you really 
are giving input into a committee that has had a phenomenal legis- 
lative record. 

I think the Chairman and Chairman Pepper before made it a 
point to see that there were one to two Members from every com- 
mittee in Congress on this committee, for that very reason. Mr. 
Roybal. 

The Chairman. Thank you, Mr. Chairman. May I add to that, we 
also have a pretty good record with regard to appropriations. I m 
the only Member of this committee that sits on the Committee on 
Appropriations and I've been here for 25 years, so you can see that 
I have a little seniority in that committee. And we have been suc- 
cessful in many respects. s ._ 

On the other hand, there are problems that are very difficult to 
solve, and we need experts like yourself to help this committee. 
And this again is one of the main reasons for this particular hear- 




i wo* huiuc iiua^ai «i, — . , you said with 

regard to twisting. You said that twisting involves changing the 
medicare HMO enrollee's membership from one HMO to another 
without the enrollee's knowledge, in order to make a commission. 

Now, this is the first time that I've heard about that. Now, don t 
forget that I did not go and have not had hearings anyplace with 
regard to this problem. Now, how widespread is a thing like that? 

Mr. Gunter. Mr. Chairman, I'm glad you raised that question 
because that very practice is despicable in my eyes and I'm sure in 
the eyes of the committee. What we found was there were situa- 
tions of sales people who were circulating so-cal'ad petitions to in- 
crease the security of residents in a condominium, and when the 
signed that petition, in reality they were signing up for enrollment 
in a different HMO. Or we found situations where there was the 
promise of a prize, maybe a radio or something else, for the condo- 
minium. When they signed the form, they were actually enrolling 
in a new HMO or there was the promise of a blood pressure test if 
they would sign the waiver for such a test, and in essence then 
they would submit these names to the new HMO, sometimes with- 
out the proper telephone number, sometimes without the proper 
address, so it would be difficult for the HMO to check it out. The 
procedure at that time called for immediate payment of commis- 
sions. Your specific question, how widespread, we found some 150 
to 200 cases that we followed up on and investigated and in coop- 
eration with HCFA. They worked very closely with us in this re- 
spect because of course they became knowledgeable about that type 
practice with the change in enrollment. 

And this was a case of working side by side with them. We en- 
acted specific regulations requiring that before the change in en- 
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roUment could be accomplished, that it had to be verified by the 
new HMO with the new enrollee that it was his or her desire. This 
must be done before any commission was paid. It had to be done in 
writing and had to be done by personnel who were not associated 
with the marketing facet of that HMO. 

And we instituted substantial fines with respect to that type of 
practice. So as soon as it came to our attention, we took quick 

^H n A J?^ a( V tl0D ' bu l its , a despicable thing that could occur 
around the country m other places. 

The Chairman. What I'd like to know is whether or not we have 
that particular condition existing is the State of California. Ms. 
Skinner, do you know anything with logard twisting? 

Ms. Skinner. I haven't heard about it in terms of the California 
HMOs and usually we hear very quickly when something like this 
*q5. h ^ pec - We v £he^ other things, but not the twisting at all. 

The Chairman. Well, I haven't heard about it. Of course? a Con- 
gressman -JuaUy is the last one to hear about anything, but I 
haven t heard that such a thing goes on in my area, but I wouldn't 
be a bit surprised if it did. 

Now, let's suppose that it was in Florida and California and vari- 
ous States. We would then have to go to each State Legislature to 
hcense these mdiyiduals, wouldn't we? It could not be done on the 
federal level, could it? 

^Mr. Guntek. I presume the Congress can do anything it wants to 

The Chairman. If you have the votes. If you have the votes. 

Mr. Gun a. Point well made, Mr. Chairman. 

The Chairman. But I'm trying to examine the difficulty that's 
fiw E*£ nt ? conti :? mn ? ?uch a thing. If the State Legislature 
itself doesn t act upon it and if there is no license of those individ- 
uals, then what business does the Federal government have to in- 
fringe ite rule upon a State that is reluctant to act? These are mat- 
ters that come up in debate constantly. Going through my mind is 
this tremendous problem that one would have in licensing these in- 
dividuals, havmg to go to each State in the Union, if that is the 
condition throughout the country. 

Mr. Gunter^ I'd like to emphasize that Florida has not been and 

mrf^l^^V* 0 ^ 0 * ^ ^ act Mediately. We fined two 
HMOs $35,000 each. One of the issues that I think is central in this 
aJl?u53t -^"nSte* the f e a responsibility on the part of the 
entity itself, the HMO, as to the practices and activities of their 
sales personnel. And in the creation of any licensing scheme, I 
think you need to continue that accountability. 
«J7 e *uv? und £ "gating the insurance industry that many 
tunes they like to disassociate themselves from licensed agents who 
represent them and say oh, well, that was the practice^erformed 
w ^ent and the company doesn't want to take the responsibil- 
ity. We would hke to see continued responsibility on the part of 
both parties and for the accountability to rest with both the HMO 
and the sales personnel, because oftentimes that is the strongest 
m eans to control suci unsavory practices. 
Mr. Mica. Mr. (^airman, if you don't mind, I'd just make an ad- 

rn 0n uV mt m? n . that We ve had not onl y twisting but what we 
call shifting. Twisting without their knowledge, shifting with their 
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knowledge. In Florida, HMO salesmen were the or.ly insurance 
salesmen in the State that had no licensing requirement and they 
were literally given $50 per person for anybody they could sign up. 
And even the HMOs, and the one the.t we had problems with was 
concerned about the practice, salesmen would go out and sign 1,000 
people for $50 a head, keep the list, and then go to work for an- 
other HMO, call everybody on their list and say, "I in working for 
someone else. The people I signed you up with arent as igood. 1 
found out some problems with them. Shift over to my HMO . And 
that's another $50 e head. ^ ^ 

We had some salesmen who did this with three or four compa- 
nies. We went to the State Insurance Commissioner and our legis- 
lature and asked that they act and in fact they had already been 
looking at to is, and now there is a procedure, not quite licensing, 
but a good step in the right direction, that says that they have to 
come under some guidelines, like anybody else who sells insurance. 

But certainly this is something where maybe the Federal Gov- 
ernment can't mandate everything, but certainly minimum stand- 
ards and some kind of licensing for those who sell these kinds ot 
things should be required. 

The Chairman. I think this committee should very carefully look 
into proposed legislation along those lines. And I say this because 
Mr. Gunter, as you told this committee that you we are considering 
legislation for presentation to the next Florida legislature to re- 
quire the licensing of HMO sales representatives. . 

Mr. Gunter. Mr. Roybal, that's true, but I hasten to emphasize 
we took the regulatory action which I described to you, which was 
to require a reporting procedure wherein we assure that the indi- 
viduals who might be shifted, who might be the pawns m tois 
sordid game, would in fact be notified that, it would be verified 
that was their specific choice and that if it was not that we would 
then be able to take action against the HMO and the salespeople 

The Chairman. We will still consider legislation along those 
lines and see what we can do. Now, the next, thing, Ms. Langwell. 
What did the lessons from the medicare demonstrations and from 
the current medicare HMOs suggest as to how to proceed m the 

future? . . . - 

Ms. Langwell. Well, I think as I said m my opening statement, 
the most important thing is making sure that consumers have all 
the information that they need in order to make informed deosions 
and that means perhaps doing more than just relying on the HMUs 
to inform them, in advance, of what it means to jom an HMO and 
of what their grievance rights are and what their appeals proce- 
dures are. I think more information has to be provided to medicare 
beneficiaries to allow them to make informed decisions. The HMO 
progrun is still very new, in the medicare market, especially, its 
very new, and information is probably the most important protec- 
tion that you can provide for medicare beneficiaries. 

The Chairman. Now, quite likely we will not have the time to 
question each and every one of you. What I would lUce to impose on 
you is a further duty, if you would be so kind as to do this. 
Please write me a little note and answer this question. 
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What should be done to increase HMO participation in medicare, 
and beneficiary participation in medicare HMOs? 

In other words, you[re wri< uig to me and telling me that we 
think that your committee should look into this and do this and 
the other. I would greatly appreciate that. 

Once we receive that, I'm going to carefully review what you 
have written and then I'd like to meet with you individually, and 
see if we can really work together to bring about some changes. If 
we don t really continue this dialogue, and just end it with this 
hearing, we 11 just have a hearing and then forget about it tomor- 
row and nothing will be done. 

It seems to me that we should continue at least talking to one 
another and see if we can, together, bring about some changes. 

Mr. Mica. Thank you, Mr. Chairman. Ms. Bentley. 

Ms. Bentley. I just have a couple questions I'd like to ask of the 
witnesses. And I thank you, Mr. Chairman, for having this hearing 
and do you think that the language is moving along at a very fast 
pace? We hear a lot about it. Good and bad. 

Mr. Gunter, did IMC have a greater rate of complaint about the 
quality of service than other HMOs in your State? 

Mr. Gunter. Ms. Bentley, I am not aware that they had a great- 
er percentage rate of complaints. They were the largest HMO in 
Florida so they had a lot of complaints. But I am not aware that 
they had a higher percentage, when you look at their total mem- 
bership. Bear in mind, we received some of those complaints and 
the Department of Health and Rehabilitative Services received 
others. Congressman Mica's office and perhaps other Congressional 
offices received some. So there was a wide range of reporting in cal- 
culating those complaints. 

Ms. Bentley. It s my understanding that the problems in IMC 
were centered at top levels of management and not with the pro- 
viders and mid to low management. Do you agree with this assess- 
ment? 

Mr. Gunter. Generally so. 

Ms. Bentlot. Do you think that we might be in danger of the 
possibility of losmg a comprehensive selection of services at lower 
cost if government start loading HMOs down with all sort of Feder- 
al and State requirements and regulations? 

Mr. Gunter. I don't think so. As I suggested in my earlier state- 
ment, it seems to me with the tremendous growth on the part of 
some HMOs, particularly certain medicare contracted HMOs, that 
a greater degree of oversight at the Federal and State level is in 
order and in the public interest. 

Ms. Bentley. Ms. Langwell, how would the various catastrophic 
care bills affect HMOs and will they be forced to provide services 
like prescription drugs if they are not already providing them in 
the HMO benefit package? 

u i^ l8 :i L ^ GW R LL - 1 ^PP 08 ** that depends on how the catastrophic 
bills that finally pass are written. I think one of the major advan- 
tages of the catastrophic bills is that it would protect medicare 
{teneficianes to some extent who move into and out of the medicare 
HMOs. It allows them to drop the medigap insurance and yet dis- 
enroll from an HMO if they're unhappy with the care that they're 
receiving without being afraid of incurring monumental copay- 
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ments and deductibles for the first few months after they move out 
of an HMO. „ , 

Ms. Bentley. They would be protected all the way across? 

Ms. Langwell. That's right. 

Ms. Bentley. That would be important. 

Do you suggest that HMOs should be required to have a case 
manager and social service workers, mental staff, and geriatric 
medicine, specifically responsible for resolving the problems of 
medicare beneficiaries. Why is it necessary in your view? 

Ms. Skinner. I feel that it's very important that a case managed 
system be put into effect. It has proven itself in many cases to ben- 
efit the patients and it certainly has proven itself to be cost effec- 
tive. Case management is necessary. It is vital that professional 
personnel with a large population of older people be well trained in 
gerontology and geriatrics. I feel that professionals should be 
trained when they come in the program and that there should be 
ongoing inservice education for all HUD staff because dealing with 
the problems of the older person, whether they be medical, social, 
psychological, whatever, are much more complex and completely 
interrelated. In a younger person you could nave an illness that 
can be taken care of, the patient gets better and that s the end of 
the picture. The absence of one or more of these professionals from 
an HMO noticeably affects the delivery of health care to Medicare 
beneficiaries 

The Chairman. I think it depends on the level of the personnel. 
Certainly it would be necessary to have well trained physicians at 
all times and certainly nurses. Very often you'll find on a case 
management program though that often the various disciplines 
substitute for each other and there is often a situation where self 
selection occurs where the nurse may be the case manager, and so 
forth. 

Ms. Bentley. Thank you, Mr. Chairman. 
The Chairman. Thank you, Ms. Bentley. 

Mr. Mica. Mr. Crane, you mentioned a little bit about revising 
the payment mechanism. Is Kaiser a profitable operation? 

Mr. Crane. Kaiser is a not for profit organization but we gener- 
ally 

Mr. Mica. They meet their bills, though? 
Mr. Crane. Yes, we do. 
Mr. Mica. They're not losing money? 
IVIr Crane. Correct. 

Mr. Mica. And you want to rewrite the formula so they would 
get more money? 

Mr. Crane. That is not the issue. The suggestion was made in 
the context of attracting more HMOs to the risk contract program. 
One of the things that many HMO's are concerned about is that 
the payment system is not adequate. There has been a recent 
study, 1 think done by Rand, which showed that the AAPCC cells, 
that is age, sex, welfare, institution^ status, explain a very small 
percentage of the variation of a medicare beneficiary s medical 
care costs. _ . r 

The idea system would be to pay an HMO related to the risk ot 
the members that are being enrolled so that an HMO is neither 
over or under paid and has an incentive to enroll the sick as well 
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as the welL There is a considerable amount of effort at the Federal 
level in HCFA examining the current AAPCC methodology to find 
ways to improve it. 

, Mr. Mica. A preliminary study that indicated tha„ they may 
mdeed be paying too much? 

aX^ifiUmS^ not n fe™lar with that although it is conceivable 
that if an HMO enroUed only well beneficiaries and was paid for 
beneficiaries who were of average health, they might be overpaid. 

lation n M that HM0 enro11 a balanced P°PU- 

Mr. Mica. In the legislation that we've introduced, and I don't 
know whether it s one of the provisions that's already been enacted 
or one m the new piece of legislation, we're asking for review and a 
regular reassessment, so that where the capitation rate needs to be 
raised, raise it; where it needs to be lowered, lower it. 

We don t want to force any operator, nonprofit or for profit, to 
run on the edge and make health care decisions that are so closely 
related to their financial solvency that it really impairs their judg- 



wo^be ffipfrd* thSt ' ^ information that y° u could Provide 
Let me just ask this and clear this with the whole panel. As we 
start to bring this to a close, would the entire panel agree that the 
HMO concept is a good conce, and should be pursued, perhaps 
with additional oversight and re fe '.lation, but certainly one worthy 
ot governmental support, dtate and Federal, and a concept that can 
mdeed provide a new range of health care for seniors? Any dis- 
agreement on that? 3 

Let me ask you, Mr. Gunter, in regard specifically to Florida, 
were you pressured m any way politically or otherwise improperly 
with regard to your oversight of IMC? 

Mr. Gunter. No, sir, I was not. 

Mr. Mica. You had a free hand with regard to the entire matter? 
Mr. CrUNTER. I certainly did. 

Mr. Mica. Do you feel there are specific areas where the Federal 
uovernmentdidn t move quickly enough? Our hearings did start 3 
years ago. There has been criticism that the Congress didn't do 
enough, that you didn't do enough, or that the Federal Govern- 
ment didnt do enough. Why did it take 3 years? Did we not have 
or did you not have the adequate authority, did the Federal Gov- 
ernment have authorit y» were they remiss? 

Mr. GUKTER. ] [think everybody is clear as to the history of 
HMOs and specifically IMC. IMC began as an entity with three 
small clinics in south Florida. They were very small comparatively 
speaJcing, until the beginning of the Federal experiment with medi- 
care in iy»2 and that of course gave them the tremendous growth 
which we have seen. 

I don't know whether there was the anticipation of that type of 
growth, but with growth, with bigness, with the dollars that were 
intused, there came these management problems and all of the 
pr ° blem *' Mr - Chairman, that I think related to that specific 
"MO and perhaps others in the overall program. 

Frankly, I believe the administration and Congress early on cre- 
ated somewhat of a toothless tiger in the oversight of those medi- 
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care HMOs. And I think the testimony that Dr. Roper presented 
here earlier today would indicate that they are seeking and per- 
haps in the past have sought tougher sanctions, the ability to move 
more quickly, the greater flexibility that was needed with all of the 
Federal dollars involved, in that size of a program. 

Mr. Mica. Do you have other HMOs in Florida that have prob- 
lems like IMC? „ , . , t . 

Mr. Gunter. Not like IMC. We have other HMOs which obvious- 
ly we are 

Mr. Mica. Solvency problems? 

Mr. Gunter. I don t know that ycu would call them solvency 
problems per se. I certainly don't want tc create any kind of a run 
on the bank. But we have HMOs in Florida, Mr. Chairman, to be 
sure, that we are looking at very closely and monito;.ng very care- 
fully. 

Mr. Mica. Is the reinsurance agreement or insurance agreement 
arrangement adequate? Will IMC have enough insurance to pay all 
of its debtors, and should the Federal Government raise the ante 
on how much an HMO should hold in reserve in case there is— I 
think Dr. Roper said many have failed and I guess we assume that 
more will fail. Do we all need to raise 

Mr. Gunter. Mr. Chairman, I would urge this committee and the 
Congress and administration to take whatever steps that you can 
to protect the Federal dollars involved in this program. 

Obviously we require the insolvency insurance which you are 
now dealing with in the case of IMC and we in. the insurance de- 
partment in Florida are going to use every legal tool to require 
payment of those claims as we see it. As sometimes happens in in- 
surance claims, there are disputes. And Fm sure that State 
Mutual, which is the company here, is going to utilize whatever 
remedies in the framework of the law that they have. But we in 
our role are going to do all possible to require the payment of 
claims because we think it's a just claim. 

As you know, there is a disparity in the reporting of the amounts 
of claims that creditors have outstanding. There are legal chal- 
lenges. 

Mr. Mica. What is the figure? 

Mr. Gunter. That is a figure that is not available to me. I don t 
know of an accounting at this point in time because of the discrep- 
ancies in the amounts that are being claimed, and the litigation 
that is in the process, before the State stepped in. 

Mr. Mica. Let me ask one last question. You heard me say at the 
very beginning of this hearing, we had a $400 million Federally 
funded operation that told this committee that 5,000 to 50,000 docu- 
ments were first shredded, then 'ost in the computer, and finally 
fell off the back of a truck. 

We hate to close this hearing not knowing what happened to 
those documents. 

Were you able to find out, or do your investigators have any in- 
formation? T 

Mr. Gunter. We were never able to find those documents. Unfor- 
tunately, there are other documents we also have not been able to 
find. 
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Mr. Mica. In closing let me just thank each of you for being with 
us. There s a great deal of testimony that's been submitted that I 
think has a great deal of substance and I am looking forward to 
reading each and every sentence carefully. I can pledge to you and 
this committee that we'll continue to do everything to work with 
the appropriate committees in Congress to make sure that the Fed- 
eral Government does its role and the Congress carries out its re- 
sponsibility. We hope that other States will take some of the lead- 
ership roles that we've seen in the State of Florida. And Fd like to 
ask you as Chairman Roybal did that if you have any additional 
information when you get Lome that might be helpful to us, please 
include that in your statement because I really do believe HMOs 
wi'l continue to prosper, they will grow, some will fail and we need 
to have the appropriate oversight and the best legislative approach 
possible. 

The record will remain open for 2 weeks for anyone at the table 
or otherwise who would like to submit possible testimony for inclu- 
sion. 

Mr. Chairman. 

The Chairman. Thank you, Mr. Chairman. I would like to thank 
the witnesses not only for their excellent testimony but thank 
them also for coming to this hearing at their own expense. The 
committee as you know has been reduced in funding and we are 
unable to offer you a first class ticket on any airline. We are grate- 
ful for the fact that you're here, that you've financed your own trip 
and grateful for the information that you've given us. 

M i r j ^J** 16 ' 1 realize that you're a pinch hitter in this event. But I 
would like to express my appreciation to you personally and please 
convey to Mr. Erickson our best wishes for a speedy recovery. 

Mr. Crane. Thank you very much. 

The Chairman. Thank you. The hearing is now adjourned. 
[Whereupon, at 1:55 p.m. the hearing was adjourned.] 
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DR. WILLIAM ROPER, ADMINISTRATOR, HEALTH CARE FINANCING ADMINISTRATION, 
ANSWER TO WRITTEN QUESTION SUBMITTED 8Y CHAIRMAN EDWARD R. ROYBAL 



What can and thould bs flojn to Ingram "*o participation 

MfdlcarTTnd banaficiarv participa tion Ir T M>dtcarii SKI? 

Tha most important atap to incraaalng HMO participation in 
Madlcara and banaficiary participation in HMOs la allowing hmos 
to coapata on prica and quality and quality of sarvlcaa, 
incraaalng thair attractlvanaaa to tha Madlcara banaficiary. 
Similarly, va want to maka Madlcara participation mora attractiva 
to HMOs and thus incraasa thair availability ta Madlcara 
benaficitria*. In sum, our goal is to offar Madlcara 

ow!i Ciari !£ f Iff d *5. ran9 ! of hMlth P lan options among which to 
choosa, so that bsnaflclarlas could sal act tha haalth cars plan 
that bast maata thair individual naad*. 

Wa haya pioposad lagialation, tha Madlcara Expandad Choica Act, 
that inciudas provisions that will maka it aaalar for HMOs to 
pradict thair costs and aaauma risk for an anrollad Madlcara 
population. Thasa provisions includa a multipla yaar contract 
option whara tha Madlcara paymant rataa would ba known farthar in 
advanca; alimination of tha raqulraaant that organizations 
^^TC? » ddlti «> nal ©anafita* axpanalon of tha dafinition of 
aligibla organisations to includa amployaant-baaad plana; 
alimination of continuous opan anrollmant; and Modification of 
cartaln admin istrativa raquiraaanta. . 

In addition, wa hava propoaad lagialation that will rapaal tha 

^?^^f I .^v AC Kf*? ulrwl * ntB - HM0 * would coMpata with othar 
proyidars and haalth tnaurars who provlda prapaid haalth cara 

?P ti 2SJ! # J* 1 ? 1040 indu »^ry haa fully devalopad .inca anactnant of 
tha HMO Act in 1973 and no longer naada Fadaral intarvantiona 
such aa "dual choica" . 

Conaiatant with our lagialativa program, va ara propoaing to 
aliminata tha rag-ilatory raqulraaant that «aployara »aXa tha saaa 
contribution to HMOa as thay Mafca to thair indemnity haalth 
banaflt plana* * ««a*w« 

Thesa lagialativa and ragulatory changas will promota a 
coapatitiva haalth cara marfcatplaca that incraaaaa tha choica of 
coat-affactlva haalth plana to banaflclarlaa. 

in addition, wa hava initiatad a public affalra plan to Incraasa 
banaficiary awaranaaa of tha prapaid haalth cara option of farad 
by HMOa* Actlvltlaa in this araa Includa public aarvlca 
announcamanta that will bagln on a taat basis in thraa araaa in 
Saptambar; radio massages by Sacratary Bovan; and increased 
information through our normal public information channals. 

fi n Si^ii W f 'SSMl*^* n##d t0 » MUr * banaficiaria. who chooaa 

•" rol i J ln that thay will racaiva quality cara, Wa ara^ 
implamanting an indapandant ravlaw of cariprovldad iA hmo« IL* 

Madlcara on a ri.fc basis. SJSZl SltiaSS a 
complaint tracking ayatam, and ara propoaiiw laaialativs 
-^ndmanta to giva us additional authority to panlliia limnm 

"T* r ^ 1 «~nta, for •xampl.^.ul^*^ 
ba^i^rias" ^ ° n prWllUM ^ i-PropJ^iiroTr tS *° r 
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SUPPLEMENTAL TESTIMONY OF KATHRYN M. LAHGWELL, SENIOR ECONOMIST, 
MATHEHAT1CA POLICY RESEARCH, WASHINGTON, DC 



Pardclpadoi la che Madlcara HMO prograa, by HMOa and Medicare 
bantf lclarlaa, haa grown mors v?l4ly than vaa aadclpaced when cbe TEPKA 
reguledooe vara laauad la eerly 1985. Nearly oae-chlrd of HMOa aod ovar 
900,000 Medicare baoaf lclarlaa ara perdclpedog la cba prograa only cvo 
yeare af car lea laplaaencadon. Furcbar eipanolon of cba prograa oay 
develop acre a lowly for a number of raaaooa aod cba ecdone of Coagraaa aod 
cba Depercaaac of Haalcb aod Hunan Service* caa aubecencially Influence 
chla fucura growth. An laporcaac quaadoa co cooaldar, la addldon, la 
wbecber rapid axpaoaloa la daalrabla or whecher aloaar, aora gradual 
lacraaaaa la prograa pardclpadoa will yield baccar long-run raaulca. 



Madlcara eanof 1 clary Fortlclpadon 
Madlcara baoaf lclarlaa Join HHOa when cbay ara offarad cba opdoa, 
If cb*y know aoaaooa wbo la faalllar wlch cba ■*> (or HHOa, la ganaral) and 
If cba benefit package 1* aufflclaady accracdva. Tba flodloga froa cba 
gvaluedoo of cba Medicare Coapaddoa Deaooecredota auggaac cbac pardcl- 
padoa aay ba lncraaaad la aeverel aayat 



1. lacraaalog cba auabar of HHOa aod ocbar caplcadon 
arraogaaaaca evellebl* co Madlcara baoaf lclarlaa, 
pardcalarly la ereee whara oooa curraady axlac, would 
lncreee* partlclpadoa. 

2. Graacar "faaarlc" HHO aarkadag afforca by cba Madlcara 
prograa aad by orgaaltadoaa repreeendag oldar 
Aaarlceoo would lacraaaa Madlcara baoaf lclarlaa 
awaraaaaa of tMOe aa w opdoa aod, la addldoa, would 
lacraaaa uada ra taac< jg of cba HMO opdoa aad let unique 
feacuree. 

3. Malncalalog cba payaanc raca co HHOa ac a aufflclaady 
blgb laval co pa rale HHOa co coodnua co offar 
accracdva baoaflca packagaa aod raducad coac • harlot 
will encourage partlclpadoa. 

4. Ic la laporcaac co racognlia cbac Madlcara 
baoaflclarlaa lacaraac la tba prograa will ba affaccad 
by bad publicity cod by a parcapdoa of uncertainty 
abouc cba acablllcy of cba prograa and lea financial 
arraogaaanca. Approprleco oodI coring of Madlcara HHOe 
aod CMPe will al alalsa bad publicity. Car a may alao ba 
cakao la aodlfylng payaanc arraogaaanca and ocbar 
ragulaclooa cbac way cauaa dlarupdona In cba progoa 
cbac uodaraloa baoaflclarlaa' coofldanca. 



Hoc all baoaflclarlaa will wane co Join HMOa; laaa Chan 1 percenc of 
a.'fluaac Madlcara banaf lclarlaa Join wban HMOa ara offarad. However, ovar 
20 parcaac of poor, buc Medicaid loallglbla, baaaf lclarlaa Join, auggaadng 
cbac che prograa aay ba a uaeful aachaalaa for lncraaelng *lna clal accaaa 
co cara. Thac, aora chan coac concalnaenc cooaldaradona alona, aay 
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justify expending t*« program to sake HMO option* available to a* aany 
Medlcsrs beneflderles as possible. 



HHO participation 
rartlelpstlon b> HMOs Id the Medlcsrs program Is al reedy quits high 
sftsr only two yssrs. Whlls tors HMOs may bt drawn Into th« program ovsr 
tlM, It Is unllkaly that all HHOs will — or should — participate. WH 
In lov AAPCC srcaa and thoaa that srs lsss sfflclsnt In controlllnf utili- 
sation pattsros should raslst th« ttaptetlon to psrtlclpsts In Hsdlcars 
sines they hev* a higher probability of financial loaaas undar tha 
program. Although only 9 HHOs hava withdrawn I roe participation In two 
years, an lncrcasa In wit normals would undermine baneflclary confidence In 
tha program. 

Sine* HMO participation Is already substantial, the Important Issue 
Is whether participation will continue at the current level or whether HHOs 
aay chooee to withdraw f roe. Medicare risk contracts over else* Continued 
participation aay be encouraged In sevsrsl wayet 

1. The payment rate cs.. be set at a level that permlte 
HMOs to generate surpluses that can be used to offer 
benefit packagee that are attractive to Medicare 
beneficiaries. 

2. tafloemmnts to the AAPCC methodology that nor* 
appropriately reflect the financial risk of enrolling 
Htdleere beneficiaries are under etudy. However, It 
would be preferable that cbeae reflnessnte be tested In 
s demonetretlon program for a period of. tine before 
being Implemented. Confleemce of HMOs in the, program 
say be severely undermined If changes In the 
msthodology end lavel of pay***' arm Introduced and 
then sltsrsd several tlmae over e few yeara. 

3. Mot requiring HHPs Co offer specific supplemental 
beneflte, not included under Medicare, which amy reduce 
thtlr ability Co compete wlto Mad 1 car a supplementel 
lasursnce end to respond to consumer preferencee In 
local aerfceta. 



tssults of tbe Evaluation of the Medicare Competition Demo net rat Ions 
suggsst that a primary concern of HMOs in the Medicare market le that the 
Medicare progran will elter the pays* at lsvsl and methodology errstlcslly 
and often, mak'ng It difficult to plan and to offer e atable benefit 
package to Medicare beneficiaries. Continued high participation ol HMOs' 
In the Medicare program may depend upon tbe HMO Industry 'e perception* of 
the etabUlty of the program. 
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June 25, 1987 



Honorable Edward R. Roybal, Chairman 

Select Committee on Aging 

U. S. House of Representatives 

Room 712, Annex One 

Washington, D. C. 20515 

Dear Representative Roybai: 

I certainly appreciate the opportunity to appear before your Select Committee 
on Aging and offer testimony at your hearing on June 11. At the conclusion 
of the hearing you stated that you would like to receive additional input as to 
what actions should be undertaken to bring about changes in the health 
maintenance organization industry, especially as it relates to the medicare 
enrol lees. 

First, I would urge you to continue the health maintenance organization 
medicare concept. It is a viable concept and one which should be nurtured 
and continually improved- Specifically, however, I would urge you io consider 
the following changes in the health maintenance organization medicare concept: 

1. Offer more flexibility in the interim sanctions that may be 
undertaken for any health maintenance organization in violation of 
the federal rules or statute. Interim sanctions should include 
suspension of enrollment or administrative penalties such as fines. 
Florida has just changed Its statute so that our penalties include 
revocation, fines, or suspension. 

2. Consider some alternatives for the enrollees where a health 
' maintenance organization cancels its medicare contract. I would 

suggest *hat the health maintenance organization be required to 
cover pre-existing conditions between the contract termination date 
and the end of the waiting period for a medicare supplement 
insurance policy. 

3. Further strengthen the marketing practices legislation. The 
marketing practices which transpired in South Florida are despicable 
and should never be allowed to occur again. We have, in Florida, 
rules now In force that should stop these practices. As I stated in 
my testimony, we are currently considering licensing in Florida for 
medicare salespeople; however, you may want to consider that on the 
federal level. 
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4. Be substantially more cautious In approving any further 
exceptions to the 50/50 medicare commercial enrollee. 

5. Consider legislation that would not allow the Federal Government 
employees to retire from their regulatory role and immediately assume 
employment with a health maintenance organization. This type of 
legislation is also being considered on the state level. 

6. Review the staffing levels of the Health Care Financing 
Administration to ensure that they are adequate for good enforcement 
of the health maintenance organization, rules, and regulations. 

7. Continue to evaluate and refine the quality assurance 
mechanisms. 

The changes listed above need to be considered on the federal level due to the 
federal financial commitment to this program. As you know, Florida has taken 
an active role in marketing practices oversight, is considering licensing health 
maintenance organization salespersons, has recently further strengthened its 
quality assurance mechanisms, and will shortly be drafting legislation to 
increase the financial requirements of health maintenance organizations. 

Again, I am glad I had the opportunity to appear before your Committee. If I 
can be of any further assistance, please don't hesitate to call me. 



Bill Cunter 

State Treasurer and 

Insurance Commissioner 

BC/jlv 

cc: Honorable Daniel A. Mica 
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July 15, 1987 



The Honorpole Edward R. Roybal 
Chairman 

Select Committee on Aging 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Chairman Roybal: 

This is in response to your request for a written response to 
the question, "What can and should be done to increase HMO 
participation in Medicare and beneficiary participation in 
Medicare HMOs?** 

We are pleased to provide you with the following 
recommendations : 

1. The adjusted average per capita cost (AAPCC) methodology 
needs to be improved so that HMOs will be adequately paid for 
beneficiaries of different risk classes. While the Health Care 
Financing Administration (HCFA) is carrying out research on this 
issue, it is important for the Congress to continue to place high 
priority on it. 

2. It is important to promote understanding of and stability 
in the HMO payment methodology. Some HMOs have been reluctant to 
participate in Medicare because they believe that the "rule * of 
the game" are likely to change in unpredictable ways. Observing 
the changes that have occurred in Medicare* s perspective payment 
system for hospitals adds to ^heir anxiety. There is a need for 
the Congress to assure that the '•rules of game" are stable over 
time. It is also important that they are more clearly 
understood. One step in this direction would be to require that 
the AAPCC methodology be set forth in regulations, so that the 
factors, assumptions and details of the methodology are published 
and changed using a public process. 



Kaiser ftmiibon Health Plan, [nc 
One Kibe Plan Oakland. California 94612 415 271 5910 
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3. There is a need to assure that only reputable 
organizations participate in the Medicare Program. This can be 
accomplished by having sound standards for the qualification 
and certification process. For example, we believe that only 
HMOs or CMPs that are attractive to the population at large 
should be offered to Medicare beneficiaries. The Congress 
should continue to insist upon strict application of the 50/50 
rule, except in rare and carefully monitored instances. 

4. Or.ce approved for participation, HCFA oversight of plan 
operations is necessary. We would urge a review of HCFA's 
staffing levels to assure that the staff is adequate to 
properly perform monitoring responsibilities. 

5. It is important to evaluate and refine the quality 
assurance mechanisms on an ongoinn The methodology that 
will be employed under PRO review has never been tested, it is 
important that it be carefully evaluated as it is implemented. 
Because the state of the art of review of quality in HMOs is 
still in its infancy, it is important to encourage diversity in 
approaches to this task. We believe that the best assurance of 
quality of care is the commitment of an HMO or CMP to that 
goal. A number of HMOs have spent considerable effort to 
develop effective quality assurance programs and it is 
important that PRO review does not stifle such innovation in 
quality assurance and lead to decreased emphasis on internal 
activities. 

By taking action to deal with the issues above, we believe 
that the long-term prospects for Medicare HMOs will be good. 
The key to increasing beneficiary participation will be 
attracting HMOs with solid reputations in their communities and 
allowing those organizations to show Medicare beneficiaries the 
benefits of organized systems. A growing number of elderly 
citizens can and should have an HMO option, although it is 
important to recognize that capitation is not a panacea. We 
stand ready to assist you and your committee and others in the 
Congress with modifications of the risk contract program so 
that a significant number of senior citizens have the option of 
joining a prepaid group practice or other HMO of good value and 
sound quality. * 

Thank you for your interest and leadership in this matter. 



Sincerely, 




Robert M. Crane 
Vice President - 
Government Relations 
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SOATOR CHARLES 0. COOK, CHAIRMAN, HEW YORK STATE LEGISLATIVE 
COmiSSION C* RURAL RESOURCES 

■oral CUlgag 

Mr. Chelmeo tad Mt ira of the Select Cfewadttee: 

I appreciate the opportunity to preeeat the ieeue of rural health care free vr 
perspective u ehiliw of the Hew Tori Stat* Ugielatiwe Cteeieelon oo Rural 
merot. tt* fr— «— «™ » bl-pertl*en lag teiative itudy group 
e^tabllabed by Chapter 438 of the Law* of 1983. On* elewlon U to prowoto 
the** pollclee and projraw that will enhance the quality of lit* for tow 
*r*t*'e three 1111100 iural resident* and also preserve and develop the 
lndlgenour iwmircee found la our vast rural areas. 

The Ooaaiwlon haw conducted foKX statewide eyepoeU on various aapecta of 
importance to our rural dtiwwaw and has held 30 public bearings around the 
ttatw. * have published aunerous report* and apaoworwd varloue legielativ* 
eeeeuree. Aeong tba vita' elewsnt* ww bar* found tbat balp wuwtain rural llf* 
and wconoaic* U tba rural baaltb delivery eysten. ia yr «/e awaro tba rural 
br ltb dtUwj sywtes U currently experiencing *ignificant new cballemew 
that .wild seriously rbreaten the acceeeiMlity and affordebility of bealtb 
service* for all rural cltlzeoe in thle nation, and eepec tally our growing 
•lderly population. Ttxie eltuatloa exist* 1- mral New York ae well. 
Repeatedly, we, and othws who are working on behalf 01 rural coewunltiee. 
have rteo been rwednded of tbt critical jature of traaeportatlcn eerricee lc 
rural bealtb delivery. 

ae Uy ation'e and Raw York State'e population atea, our eociety baa a woat 
difficult taak in ensuring an equitable quality of life with ad*que.e awrrice 
dslivsv, inoose, health eerricee, and boueing for older parwone. Thle joal 
proves to be aoat difficult to achieve in rural areasi of Raw York State 
became of the overall lack of public traaecortatlon and coneunity eupport 
wyetene. according to a recent Cteedawloo study, of the 44 rural countlee in 
Rew York State, only 31 bawe ecee torn of public traneportatlcn service and 23 
do not bawe any service at all. Aad for tboee countlee tbat have so** fom of 
public transportation service, even tbeee have eyateea tbat er* relatively 
underdeveloped • 
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There Is an increasing rate of growth in New York's rural elderly population, 
with current ejection* estimating that this rate will exceed th» urban aging 
population growth rate by a ratio of three to one by the year 2010. It la 
a l*o anticipated that this population segment will live longer and thus 
require health and related services for a longer period of tine than has been 
experienced in the past. 

The challenge of providing health services to the elderly In rural areas is 
Dost pressing with regard to frail women. The average life expectancy of 
females Is projected to Increase from 77 to 81 years over the next couple of 
decades. Older women outlive men by six to seven years, and most often find 
It difficult to maintain &q independent lifestyle In a rural area when the 
husband dies, especially if they never learned to operate an automobile or 
have developmental disabilities which reduce personal nobility. 

expounding the problem la the fact that a relatively large proportion of 
rural older women are at or near the poverty level. 21 percent of those 
persons 65 or older had incomes that qualified then as "near poor," calculated 
as between the poverty level of about $5,000 and 125 percent of that level for 
an Individual. In rural areas the average income of an older couple is 20% 
leas than that of a comparable couple living in a metropolitan area. 

Recent data also show that as the number of older men In the work force 
declined, the number of older women actually increased. Older women are 
experiencing economic pressures to work beyond the retiranent v* since 
retirement or social security benefits reflect past Income levels and women as 
a group have earned less than their male counterparts. Older women in rural 
areas are hard hit by these economic pressures. Not only do they make less 
than their male counterparts both. urban and rural, they also have limited Job 
opportunities in rural New York to supplement their Incomes. 

Recent trend* toward the closing or consolidation of rural hospitals- and other 
health care resources threatens to further reduce access to affordable 
services for the expanding elder population. Also, there exists a great 
shortage of sub acute care and long term care services in rural New York. 
Travel time and costs and tr- possibility of increased isolation from friends 
and family will increase as distance to facilities increases, older Inflrmed 
person/* in rural New York, the majority of whom are women, are perticulary 
vulnerable since they are more invisible and inaccessible to those who try to 
offer care, toreover. state and federal delivery prcgrams, designed to belp 
all older persons, often fall met the needs of rural Inflrmed older 
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persons because tbey do not take Into consideration unique rural delivery 
probltvei. For magpie, ln-bcss bc+lXh nrrtcm, respite care and adult day 
car* program* for tfaw alderly say prove ineffective or wy costly In rural 
area* because of tbe shortage of boss and personal care aides and other 
qualified psrsotUMl. In rural aieea boss aides are especially difficult to 
attract because of low eases, additional transportation costs and unreiabursed 
travel ties beteeen clients. 

Transportatloo probless have long been the biggest ispedlasnt both to 
effective rural bssltH service dsllvery and to na l ntaln ln g the independent 
status of older rural residents. The long distance* In rural areas sake it 
difficult to eithsr bring older person* to needed services or bring such 
services to the*. This probles is especially acute for older vosen vho 
retired with their to rural ares* fro* the cities and never learned 

to drive. »ben vldosed and living alone they ar*, in sost esses, without any 
for* of trassportatios. A study by the H.T.S. Senate Standing Coaaittee on 
aging above that only 2» of rural Us* Tort's So-plus elngls, fe»*le-*eedsd 
households have en autcsobll* available. This points out a glaring fact for 
rural Hew Tort's older population: bslng a single, older footle ssans 
additional hardships due to tbe lack of both private and public 
transportation. 

Adequate bousing, esdlcal, busin es s , and psychosocial services are essential 
ccupooeats of setting ths health needs of the rural elderly, but or* useful 
only to the extent that transportation can sake the* accessibls to those in 
need. Par too often, besever, existing federal and sf olicis* and 
K c«ra*s that support transportation ssrvicss have been overly frsgssnted and 
Halted to serving the specialised needs of narrow cUent-epeciflc 
populations. The dispsrsiLti of rural population* over relatively large areas 
***** such an approach Ispracvloal and complicates the design of cost- 
sffsctlvs, efficient transportation osteorts for rural areas. Bcesver, the 
task require* special attention to unique rural conditions and ths coordinated 
ass of available resources. 

It is essential that disparate funding stress* and r eso ur ces that say support 
rural transportation bs Integrated and that networks be designed so that they 
are tailored to local olrcusstances, rather than as oleosa of urban uses 
transit system. Bsosntly, tbe fovernor and ths LSglelature in Hew Tort State 
have recognised the probless associated with ths lack of public transportation 
In ths state's rural areas and ths need for a special approach. A Rural 
Ffello Transportation coordination Assistance Progra* was introduced in the 
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1986 legislative sees loo by the Oossdsslon oo Rural Resource* and signed into 
la* by tte Governor an Chapter 896 of the law of 1966* Thie legislation 
providee a c c ap r e h e nsl vs ,tate policy (or tte coordinated development and 
operation of public trtntporutloo services la tba state's ,-urel areas, 
feeever, In order for this prog -» to sffectively serve tte Large mater of 
transportation disadvantaged rural residents in Use Tork, conUnuad and 
•nhanoad federal aupport U required, itareover, disparate funding atreaas and 
policise for rural public transportation oust te integrated at -tte federal aa 
vail as tte stats and local level*. Arailable reeourcea are Juat too fee In 
rural areas for client apeciflo transforation progress to survive, let alone 
espacd service delivery for a growing transpo tatlon disadvantaged population. 

Most recently, bi-partisan le-Mlatioo has teen Introduced by tte Coejdssion 
on Rural tes o u r cos In tte 1967 legislative Session (3.3575-A and A.5364-A) 
which would encourtge public school districts wbr own school bus systess to 
«*»tract to provide transportation related services for rural counties Cut 
lsplesent coordinated public transportation sjitsss under tte chapter 8&1 
local assistance prognsi. Currently, hundreds of Millions of dollars are 
spent on transportation for pupils attending rural public schools each year, 
ltess facilities represent a significant untapped reeoc- , that could be used 
to transport otter tranapomucc-reedy psopls. it la hoped that such efforts 
sill enable elder and otter transportation disadvantaged rural vert£tots to 
have access to tte health and ccssamity services ant aupport groups afclch are 
vital to securing and enhancing their quality of life. 

Thank you for this opportunity to present testimony «bout abating the heal& 
needs of older rural cl tisane.- 
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REPARED STATEMENT OF HENRY HINEUR. PRESIDENT, AMERICAN MEDICAL 
CARE AND REVIEW ASSOCIATION (AMCRA). BETHESDA. MARYLAND 

Mr. Chairman, my name is Henry Mlneur. I am President of the American Medical 
Urt tnd Review Association. AMCRA* on whose behalf I «PP«r before you today. 

AMCRA 1i t national association of some 500 health MlnttMnct orgmlzatlons 
(HMOs). competitive medical plans (CMPs). 1nd1«1diMl prictlce associations 
UPAs), preferred provider organizations (PPOs). foundations for medical cart 
(FMCs), end other alternative health cart delivery organizations cowl tied to 
offering Individuals tnd their families i choice of health cert In their 
communltle' AMCRA* s diverse ionizations end Individuals support pluralistic 
elternetlws among hetlth cert plans that emphasize appropriate use of health 
cart facilities and services, quality cire, universal iccess and reasonable 
coat. The organizations that mi up AMCRA rep-estnt a combined enrollment of 
•ore than 6 million Amerlcins and Involve the participation of 110,000 practicing 
phys1de.u throughout the United States. 

AMCRA welcomes this opportunity to Join the Committee In iu review of the Medi- 
care HW/CMP option. AMCRA members are keenly Interested In this option under 
which 32 AMCRA member organizations currently serve over 300,000 **dlcare enrol lees. 

AMCRA end Its members have a strong history of leidershlp In providing high 
quality HMO benefits for Medicare allglbles. AMCRA end 15 member HMOs sponsored 
a Medlcere demonstration project In 1982. Tre demonstration project Included 
seven (7) operational HMOs with 18,459 en'olleU tlderly when the project was 
deemed successful, terminated In 1985 *nd transferred to the Medicare TEFRA 
Program. 

In other words, AMCRA and 1*s members have been - and remain - pacesetters 
In providing quality HMO benefits to Medicare beneficiaries. 

The Medlcire WO/CMP option was enacted by Cor toss as a partial response to 
the problems with the InapproprUte Incentives operating 1n the health system 
generally and with Medicare payment approaches In particular. Historic reliance 
on reasonable cost reimbursement in the hospital arena and reasonable charge 
reimbursement for Fhyslclan services was exUnslvely criticized for Its Infla- 
tionary nature and Its tendency to promote overut1l1«t1on of services. The 
HMO/CMP option was developed to allow Medicare to take edv*r,tage of alternative 
financing and practice arrangements that had evolved In the market and to 
stimulate their further development. HMOs and CMPs were welcome because of 
their managed-care approach to the Individual patient, as well as their emphasis 
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on pr mnt m Milt* cart and tiw provision of services In tabulator; instead 
of institutional cart settings. 

Tho financing of alternative health cart delivery systtas Has proapttd ad- 
ditional attention to quality .of cert issues. ■ The changed inctntlvt.ln mo/OV 
financing calls for attention to how tnt systta responds to these incentives just 
ss tnt inctntlvts Inhtrtnt 1« fee for service aedlclne atrit review. AMCRA aeabtr 
Plans art acutely aware of tnt 1 .porta net 0 f quality In tnt provision of services. 
If only to assort that thty can attract and rttaln tnrolltts to stay In business. 
All of our plans havt developed internal rtvlM proctdurts and tnrolltt appeal 
aechanlsas to addrtss quality of conctrns. Thus, quality is indeed a setter which 
deserves constant attention by tvtry Individual and organization- providing and 
purchasing htalth cart, and quality should becoet Increasingly important 1n tnt 
competitive, eultlple-cholct htalth cart dtllvtry system which AMCRA supports. 
Furtheraore, quality and cost-effectiveness- art Intlaattly related. Prcvtntlng 
probltas on an aabulatory basis, and offtrlrg specialized services only when 
required by the patient's condition all have obvious quality and cost lepllcatlons. 

In recognition of the laporttnee rf quality. AMCRA aeaber organizations havt 
taken atny steps to assurt that high quality care is provldtd to every patient. 
One typical aeaber conducts surveys of patient misfactlon. gives patient 
coaplalnts proapt attention a>x) has consuter reprisenutlves over the age of 65 on 
Its grievance committee, with authority to decide the appropriate response to 
patient coaplalnts — a f0 rt of patient peer rev* ■. As noted above, all ha<e 
Internal quality assurance procedures and enrollee appeal aechanlsas. 

AMCRA itselr has dt voted a great deal of attention to quality issues. Since 
1979, AHCRA and the Group Health Association of Aaerlca have co-sponsored the 
national Coaalttee for Quality Assurance (ttCQA). HCQA has taken the lead 1" 
developing standards for quality assurance prograas and has provided a aechanlsa 
for peer review of Individual qua*iw assurance plan*. AHCRA has sponsored 
educational prograas on quality assurance, the aost recent of which was alaed 
at identlf Ing Innovative quality assurance Methods and approaches. Additional 
educational prograas are planned. AMCRA has provided technical assistance to 
State health and licensure agencies in the development of external HHO review 
prograas and standards. 'Quality Is Key" is AHCRA's aotto for 1987. 

In short, AMCRA believes that every patient deserves care of good quality. 
Unfortunately, under any payaent approach— whether fee or cost based, or 
capitated — thert are a Halted nuaber who will abuse the systea. Ve share this 
Committee's belief that the bad actors on the health care scene, whether indivi- 
dual practitioners, health cart institutions or alternative delivery systeas 
should be rooted ou AMCRA will continue to lend tts support to private 
and government efforts toward this end. 
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Daring 1986. the Congress also sew fit U enact a number of provisions dealing 
with the Medicare HM0/£MP option. The Consolidated Omnibus Budget Reconciliation 
Act provided for peer review of HMOs and CMPs and gate HCFA authority to review 
mo/OV marketing materials. 

The 0an1bus~*udeet Reconciliation Act of 1986 Includes provision* requiring 
Medicare HMOs and CMPs to provide each enrollee with an explanation of his or 
her rights, Including right* to benefits, restrictions on services provided 
by outside providers or suppliers, out-of-eree coverage, coverage of emergencies 
and appeal rights; requiring access to financial records and disclosure of 
Internal loans; authorizing civil •only penalties for failure to provide med1cal!y 
necessary Items and services; allowing Medicare beneficiaries to dlsenroll from 
an HMO or CMP at a local Social Security office; and requiring a report to the 
Congress on physician Incentive arrangements by January 1, U88. 

The Health Care Quality Improvement Act of 1986 provides for e clearinghouse 
of Information dealing with disciplinary actions taken against physicians. Including 
those taken by an HMO or CMP, requires HMOs and CMPs to report such actions to the 
clearinghouse, and permits HMOs and CMPs to request Information from the clear- 
inghouse on practitioners with whom the organization has a current or prospective 
affiliation. 

Much of the above leglsletlon ana Its full Impleeentat.on and will significantly 
increase the Federal oversight of HMOs end CMPs with e Medicare contrect. 

As the Coawjlttee examines the Medicare HHO/CMP option, AMCRA offers the fol- 
lowing observations and recommendations: 

1. Despite problems Involving individual organizations under contract with 

the Federal government, the HMO/ CMP option must be preserved end strengthened 
since It provides real alternatives for those Medicare beneficiaries who 
freely choose to receive their health care In this way. 

I. Federal law should be amended to encourage more participation by organizations 
eligible for Medicare contracts under prepaid financial arrangements. It 
■ey inn be appropriate to broaden the kinds of organizations that should 
be allowed to qualify for such pertf ;1pat1on. These chanjes would allow 

Medicare to catch up with what Is rapidly unfolding In the non-Medicare world. 

3. Federal law should be amended to allow a variety of peer review approaches in 
the HMO/CMP arena. Current lew essentially limits the quality review approach 
to that of the peer review organizations (PRO*/. While Congress has allowed 
for the competitive bidding of Medicare HMO/CMP review activities between 
PROs and non-PRO entitles called quality review organizations (0R0s), the 
Administration's view 1s thct the statute requires OROs to be structurally 
Identical to PROs, that reviewing physicians must reside in the state where 
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the services being reviewed were provided (even when this approach may 
exacerbate the potential for conf.<ct-of-1nterest). end that 'evlew activities 
must be almost exclusively medical records-based and PRO-llke. rather than 
allowing for other quality assurance approaches. In AMCRA's view, e greater 
diversity In review approaches should be allowed. 

4. In general, the Congrest should assure that the Federal government aC tt 
like a dependable business partner, willing to pay its reasonable share and 
promptly discipline or cease doing business with organizations unable or 
unwilling to wet high standards of quality care and service. 

5. AMCRA »eflbers are especially concerned about the AAPCC formula. 

As you are aware, reimbursement is based upon the AAPCC calculation by the 
federal government. This varies from county to county, although contiguous counties 
do not ten show dramatic differences In actual medical costs. For example, in 
South Florida the Medicare reimbursement for Oade County is $2g2 per member; the 
Medicare reimbursement for neighboring 8rowa/d County Is $245 per member; and 
Medicare reimbursement for Sroward's northern neighbor, Pa la Beach County, Is 
$210 per member. 

AMCRA Is concerned that within thirty-five alles (Oade County line to Pal a 
Beach County line) there Is a difference of $82 in the average cost of health care. 
This amounts to a 28 percent decrease In reimbursement for care from Oade County 
to Pala Beach County. Our studies have shown that the relmbursetwnt 1n palm 
Beach county would be lower than the actual cost of providing care. 

Mr. Chairman, as you can see, AMCRA Is committed to assur1r.g high que««ty .health 
care alternatives for Medicare beneficiaries, we look forward to continuing to 
work with the Congress and the Adalnlstratlon and welcome this opportunity to 
present our views. 

Thank you. 
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PREPAREO STATEMENT OF THE AMERICAN PSYCHIATRIC ASSOCIATION 

Tba American Paycbiettie Maocietioa. • aadical specialty society 
representing aor* then 11.000 paycbietrieU nationwide, U pleased to biw 
tbie opportunity to tub.it testimony on NWdicare WO'ei Problems* 
Protections, Prospects.* A continuing aajoc problem of H*dic*r* HMO's is 
ecces* of Medicare baneficisrits to the eppropriste rang* of MnUl hsslth 
service*. Out comnti focu» on Medicsre's inherently discriainatory policies 
again. t those with aental illness, the pro-ision of lieited mantel beslth 
services by HHO'i end inadequate marketing ectivity guidelines. 

Medicare, Mental lllnese and th* ElderlY 

Ihi btMth problem* of the growing elderly poptiletion are ofUn acre 
complex than tbOM of otb«r age group*, Many tldtrly people h*re more tb*n 
on* heeltb problem and My need aor* than on* typ* of b*elth car* provider, 
latitat** indicst* that km 15 to 20 p*rc*nt -- between 3 snd 5 aillion " of 
our nation* ■ sort than 25 aillion oldar parsons ba»e aignif leant mental beslth 
probWaa, yat tbay ar* daniad edequate trestaent becsuse of tba discriminetory 
•cep* # Upoaad on ps/chietric treetment under Madicara. Onder tba currant 
Madicara system* outpatiant banafita ara *ff*ctiv*ly restricted to $250 par 
yaar af tar colnaursece and deductibles, and tbi* amount bat not baan incr**i*d 
tinea tba Medicsre programme li<ceptlon in 1M5. Xn ■ 2470 tba Wsys •«> 
Mesne Committee bai Upzcv*d tils btnafit to $1,000. A* you msy know, twenty 
to tt lit/ parcant of oldar Americana who have baan labalad •ewile* actually 
bAT* reversible, trestable conditiona. Xn tba racant markup of cetestrophic 
baaltb insurance in tba louse energy and Commerce Baalth S«bcommitt*e tba 
■antal heslth banaflt **s changed to exclude 'medical a*nag»e*nf froa *"Y 
capa *nd allow 25 payebotharapy Tiiit*. xf adequate aental baaltb covere^e 
wee provided, tbata banaf iciariaa could become product It*, act ire members of 
society, and avoid unnecesssry and coatly hospitalisation. Coversge of tba 
mentsl h*«lth naada of thaia aldarly paopia undar Madicara could proTida tba 
aantally ill aldtrly tba dignity, productivity* and independent living which 
*r* tba keystones of tba Oldtr Aaeriesns Act of 19*5. Xn fact, Chi i rain 
Roybil** ricent floor aeandeent to tba Oldar Aaerieins Act fteeuthorirition 
halpa to furthar emphasise tba mental heslth naada of aldar Americens. 
CWirly tbara ara irstinces where tht coap*lling limitition on outpatiant 
psychiatric csra forcas tha usa of aor* expensive inpatient car*, <ind adds 
avoidabla expenditures to *n ilmdy strsppad Madicara program. Xn fict, tha 
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littrtturt bu dociWDtid ao off..t tffact, MMly • raduction in baaltb cara 

Utilisation *** MflUl baaltb MCViCM 4Tt pCOti<W<3. 

Daapita tbair aaay Mntil baaltb atadt, tba alotrly population 
racaivaa only I parcant of coanunltr MQtil fcaalth at rv lets and 2 parcant of 
private paycbiatric aarvicas. Mtdicara nantal baaltb coraraga policy bat 
diacouxagad our aadicara patiaota from saaking paycbiatric cara. Moat 
rataarcbtrt agraa that tba utntal bttlth Dtada of tba Mtdictrt population act 
undtraarrtd, aad dlaagrta only on tba tztaat of undaraurviea. Tba racant 
■arvard Hadicaca caport racoaaanda that cow aoa of annul baaltb aarvicaa bt 
axpandad. Aa taa capoct oottd, tba oaiaaioo of adaguata covaraga — for 
aaaapla aaatal baaltb caca — piacas oldar Aanricans at dak foe aignificant 
aspanditaraa. 

finally, atudiaa bar* alao indicated that in tba population aa a 
•tela only bttmo ona-thlrd and ona-fifth of individuala ioantifiad aa bavin? 
a nantal disordar during a air-month paciod uaad any aantal baaltb sarvica 
ftoa aitaar aantal haalth apacialiaU or ganaral aadical pbyaieiaaa. Tba lack 
of utilisation of nantal baaltb aatvicaa ia dw to both poor covaraga policy 
«d taa atigaa aaaoclatad vita nantal du©rdara. Tbarafora, tba k?k .oppocta 
Inpcovad covaraga of antil baaltb cacvicaa by Mad i car a ao that MtdUara 
banafieiarias can cacaiva nacatsary traatannt ia appropriate aattinga. 



Clvan tba inbar—lj incriminatory cova-aga in Madicara, it ic 
•onavhat .uxprlslng that moa „d OTP. offar to Hadicaca a«ollaaa anything 
abova tba atatutoiy banafit. According to racant data coapilad by UCTA'a 
Of flea of .rapaid I.. 1th cara. of tba i 35 BMOa/CMPa (with riak contracta, with 
allgbtly o-™ JOO,000 Mtdicara wrollaa,, *l or 40% offar atntal baaltb 
banafiU orar and abova Mtdicara covarad aarvicaa in aitaar a baaic oc bigb 
optica packaga. Unfortunately, tba data doaa not dalinaata tba additional 
•nrvican offa.ad. Mhila m bava davalopad axtanaiva mmo m. at al bo 1th banafit 
data, it ia not .pacific to tba Mtdicara progran. apa baa raquaatad 
information froai KfA on tba typa of ntntal hanlth banafiU of far ad to 
Madicaxa •wo 11 taa ln thtta mm/a*: Ma auapact that nor* offar tba tana 
covaraga for nantal lllnaaa w for phyaical illnaaa. Our via* ic aopported by 
our aapariancn uith otbar fadaral prog: ana, including, for aaaapla, tba 
Padaral anployana H.tlti tanaf iU trogran (TtMS?) cn d tba participation by 
fndtrally goal if ltd MMOt . 

»• ara awara ~-t tba variability ot trlttlng oowraga of all mmo pUAS 
that participata in m», MMOt that ara rapraaantati*. of fdarMly qualify 
Of tba 155 UOa participating in map in 1M5, M offaraJ tba nor 
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rrolr*d •etenderd* ■» mental 111mm ooversfe of 20 outpatient ri.it* per 
y»« and 30 inpatient days. Twelve offared lm then 20 outpatient visits oc 
Uu than 30 inpatient days. Another 44 off trad mora thee 30 inpatient deys 
tat may 20 oetpetlent vielte, u4 only 17 offared an lseresmed (over tta 
20/30 *et*ndsrd*, outpatiant/inpetient benefit. 

A aajoc deficiency wit* tte federally quail f lad WO proa cm haa taan 
the lailura of the Department of Beeltb «nd luw Sarvlcee (BBS) to -require 
non-*iecrluin«tory inpatient peychiatric hospitalisation covaraet a* pact of 
the basic health Mcvlcaa benefit notwitbeteJH ng# In out view* a clear 
lenlelative meadete to do ao. 

On October 31* I'M* toon BIS Secratery Bsxrls spproved final 
reuolatlone which a 1 Ulna tad Inpatient psychletxlc cere from tbt beaic beel«-h 
services reouiroment foe SHOs. Secrstsry Bsrrls dieregerded tba general 
provlalon In Section 1302(1) of tta Public Baalth Service Act which lUtH. 
•the uu *baaic beelth aervicea* seems Inpatient and outpeiient boepital 
servient.* She railed opon the provision daflnlnf the ten 'aopplemestel 
health service* under paragraph (1) (D) . however, psrsfcapb U) 0» cafata to 
•sbort-tsra (not to a need twenty viaits) outpatient evaluation and crlals 
lntsc vent Ion sentsl heslU services end not to lnpsUest boepitel services, 
which sxs required onder psrsgrsph (1) (B). 

WCTX, which sow administer a the fader el BM0 P<o*caa, should initiate 
s review of the ate tote. Be believe e correct interpretation will aoppoct our 
pos:tion» sad provide ar?opriste inpatient psychiatric servlcee to all BHD 
enrol lees. 

Finally, we raise the question wbtther the United nestsl beelth 
services provided in- these menmged cue syatene *■ even reedlly eceeeelble to 
pstients. It sppesrs thst In sons cases, isdlvldesla in seed of treatment for 
a nentsl disorder era channeled without regard to the nrtioel necessity or 
appropc iateoeae — for axanpla the individual patient hss concesiteel or 
complicating nedicel conditions thst night ceuee or txeceehete the 
denote tx« ted nrttel disorder eynptom — to noe-pbyslcisne rather then ho 
peychiatxiaU, the nadicel spec i alia t of choice. Ass, vs rscosnend thst BCffc 
nonitor the delivery of mentel heelth services so thst access to needed ctia 
end the spproprlsts provider ie assured. 

warltatlns Activities 

BW/CNP regulation per tel nine to asrbetlng sctlvltlea le en important 
foundation for policial the enrollment ectlvltlea of these nanagee cara 
ay a tame. Aa addition of the new eubsectlons requiring the ao'uUeeice of ell 
mar ka ting nsterleU to WCTk 45 deys before planned distribution including the 
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•pacific authority to diupprora tuch aattritlt if tbay U( fog^j to 5, 
iMccuratt, .Utiaading or »itrtprtatatttitt of tht orgaaiaation, iu narktting 
rapcaatatatitt or KTA, I. « coMtndabla attaapt to cloaaly acrutiniaa 
■arkating MtiTitiM on brtil/ of tb* MtiMt/tubtcribar, Bcwtrtr, wa btlitTt 
til. aaction ahouH tort tdaquataly prottct potrntial no/at «roll*ta and 
prowida t MdtuiM foe radra** for Uiom ItttfiiM partita who „i»h to 
tobadt coaplaiaU rgarding inappcopriata Mr kt ting actUitiaa. 

»• AM it particularly cotcarotd that mho advtrtiting of pl*a 
baoafit* My a* mm iMUneti aagltct to iaforo tht public aod tha 
protpactivt fed i car a baMficiary of tht iUitatiooa am oortraga of aaaUl 

dlaocdart. foe t**nplt, M •OMttiMMAt that NQdl tha MM*M that th* MO 

pr»idM f uU or MlUitod bMofiU My wrongly indaca aarollauut wb.rt 1. 
actuality a lUitad bMafit for coraragt of Matal 111mm tiiat*. Such 
adwartiatMtt* My ,1,0 Mfaitly ioduca mxoIImm whara tba public thiaka it 
ha* Mliaitad accaaa to cat a bat aocaca to mttIom axa mealy lUitad 
through a witty of gatakaapar mcmIm. At liability to m om'i 
ptrtoMl pkyajciaa, or oMxpacttdly haw oart prowiotd by aoo-pbyaiciM 
practitlonara My not ba apparant ia adrtrtiMMaU but it My bt tha policy 
of a particular MO. Bacauaa of oar conctrn for tht public, and in ordar to 
proridt adtquata aaidaact, tba m baa rtooawndtd that BC7A dtralop within it 
•arkating acv^itiaa rtgulationa tht follow! 09 guiMllnw. 

1. Oaf inn tba t.taa uaad ia tha ttatuta, •wtarially inaeeur.tn, a it Wading 
and MUritl aiarapraatntatlon,* and bow tuch would apply to BCFA 
authority and rtvinv of aarkating aattritlt. 

2. xacludt ia tht mom of prohibit* Mthoda tht Mt of dactptltt word*. 
phraaM or illMtrttiOM. xdtntify by awaplua a lUt of tba** S 
probibitad Mthoda, uttrt tuch word* or phraaM lika ••li f « •full.* 
•ooaplata, •ooaprabaMiva.* •unliaittd,- *ap to.* •« high ct t ^ 

ia a MMtr which aaaggarataa any btMfita btyond tha taraa of tha actual 
btMfit plan. 

J. Prohibit tha Mt of photogrtpbt, vidao pra*«*t*tion* of illMMtt or 
fiotioMUs*: .vcounta of illntM that auggarat* tha aftcaptional, 
cataauophic riaka or out-of-pociat t*pan*tt that uould induct *«oil*»ot 
out of Motional raaaoM. 

4. Sagulrt that aa.-kating aattritla diacloaa in writing with any plan 
offaring or adYartia*Mnt ita aseptic***, aaeluuiona, raduetioM and 
liaitation* of oovaraga, incltding any luxation for prt-.iitting 
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conditio™ or Any policy protiaiona ralating to rantwability, 
cancallability, rawic'on or taraination of Any itaa or Mrticae ooirarad. 

5. Ina.-ra that ttatiaoniala una in advartiaing ara accuratt and docuMntad. 

(. dm atatiatica in only a fair unntt rafltcting accurataly all of tht 
rtlavant fact*. 

7. Prohibit diapKaging eoapariaona ox staUatnts. 

8. Dm tha mm of tha Actual plan offtrtr. 

». Prohibit Mrktting Mthoda utiliiing introductory, initial or apacial 
offara unltM in fact auch atataatnta ara trua. 

10. Atqulrt that BNOa and CMPa maintain rtcorda and copiaa of all Mrkating 
Mtariala atailabla for inapaction by BCFA; 

11. SUta in writing any raatrictiona on accaaa to apacialiat cart and tha 
1H of non-phyaiciana in providing Mdical cara aarticaa. 

Whila thla liat ia not all incluaiw, wt auggtat it tabodiaa a nuabtr of 
important Mfcuarda on tha typa of tarlaty of promotional Mtariala. 

in addition, AfA haa raccaaatndtd that BCPA aatabliah and publiciia a 
atchanlaa for filing ccmplainta againat BHO/CHP Mrkating activitiaa. Tbia 
ctcplalnt procaaa ahould ba available to aXl intaraatad partita including, of 
count, HMO anrollaM. For axaapla, phyaiciana oe othar baalth cara 
provldart, baalth ralatad Maociationa, patiant advocacy groupa, and otbtr 
baalth Pl«n« •n©«l« haw tha opportunity to raport aialaading advartiaing to 
■CFA. Ona approach to public iM thia would b* to raquira that all Mrkating 
Mtariala includt a ataUaant ragarding tha aubatiaaion of coaplalnta to BCFA 
and provlda an addraaa or talapbona nuabtr. Finally, BCr;. auat aatabliah an 
adniniatrativt procaaa for rtvitw of thoaa coaplainta and bt abla to raapond 
to thta aa wall aa taka appropriata action againat a plan that haa violattd 
tbt Mrktting ragulationa. 

Tha AfA btlitvaa tht dtvtlopatnt and itpltmtntatioo of auch Mrkating 
ragulationa ia ntcaaaary to aaaura fair coapatition and to prottct tht public 
and tht Htdicart btntficiary frcai chooaing a haalth plan that in raality dota 
not aarva tbtir atdieal natda. 

AFA haa alto racaivad coaplainta fro* a+abtrt with docuMntation of 
apaclfic problaa* patianta hava had in obtaining accaaa to aarvicaa in HHOUi 
(■pacifically, r-tianta vbo naad )©ngar-ttra cara ara oftan daniad accaaa to 
appropriata ona). 

AFA would bt pltaatd to work with your coaaitut to laprovt guidalinaa 
for MO advtrtia'aa and to l«fvot* accaaa to Mntal baalth aarvicaa in 
ajo't. Aa aanagtd cara btoctMt sort pctvaltat wt auat otTtlop appropriata 
Mthoda foe dtlittry of aacvleat J* all patitnta. 
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PREPARED STATEMENT DF THE MEDICAL GROUP MANAGEMENT ASSOCIATION. 
DENVER. COLORADO 

^slltr*?!*"^ Association («**.) mnc utm 

SJSJSllS^fJSSI^i^J^I.S? nU 01 **** ••Irtanancn 

SL^iT^^J HZ ""Ml*" tha uorld, toss»ll slngla 

N»*for-sarv1caa basis* othars ara conBintsly prapaldt and mm 

practlcas. Nuty art 
»r ara afflllstad vltfi 



SS^JITSvS^ IHTf 0 ™!!^ *" P^ 1d practlCsT Nafty ara" 
toSlI^ f IL!2? 1C !r.P rtct,e ^L ,M,t 1 9"»"»9 *"*tr ara afflllatad «i 
tojjiuifr aadlcal schools, or HMO*, wrf T« km cams, thny coablns til 
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ollrr^^fS IT^ 22! ral f1r « "with cara prapayaant 

HMitn aarvlca act. aa oataralnad by tha Public Haalth Sarvlca. 

%Oi£!* t 5!? r 222* **? rtpM * offtr » «*> ©Ptloa aa part of thalr 

3:5*2: M Wats ^ ^ uti - 

S^ff^STS S!^Lt^tT f1 -« c1 «l Mali of balng p.14 at 

taa rata tat fort* by HCFA la tha contract provision*. 
MBNA supports tha coatlnuad availability of both cost-and riak-cMitr«*i M 
X^IlT^ ll0 » • 1th ^or^asrv^prSS; lataTST * 

a rl B 2! 1 f lM ? "Ability aim cholca. *M1. tha Mgal y ™iciiatf 
contract problasa Involving tha nou taralnatad IMC contract il awi*. 
?wiTJreK Mtt# " u "*> r "a1ght«»d Cc^sToSrovS. * « 0 
o^^^TSr n l!!, th ? P"V-' thoy .hould soTdaU^thl faoaral 
govarnasnt froa furthar davaloptag tha capitation option. 

I?Jn t !S r1 l!I C# of 5* TEFRA P p °fl r *" to ^ta* P lu » tha problasa assoclttad 
of^lSasSt! ^ #, ** nC# tH * WCC ~* of ^ P«?- 1" Its nrrt rtao. 

gjALIFVlWB QflBAMimTniit 

Tha futurn of tha Mad 1 cara risk contract prog ran daaands uoon tha ^hmi 
jrwips* and tha banaflcfarlas* ullllngnsss tS parttc^T^thVDroor- 

11a1tad» tf any» axparlanca with prapala or capltatad D*vaaVrt\vrt*-I a y 
SSll^^i" U1i 1f ^1oprovloV. t ^dbpp^^ 
thosa aadlcal groups to gain sous sMsaManca in praaald^ar. k!« kISL 
y? r ^ r *y»-1yca> thay^ld dacldiuhathar ^ P not to SSul^fJort. to 

dc^t^^lll 1 ^ ^^H^tKr. ?! f ?mu 

oouot that tha Mnicara risk contract prograa could nw*r aMoaad h*»rl* *k* 
•Haabar of groups Jraady ouallflad to pmiclpata. b ^ <md **• 

Tha TEFRA risk contract prograa has attractad a "aixad bao» of «^r*r+^« 
psrtlas including sail astabllshsd coaasrclal haalth^^nW^ * 
orations using aithar tha grwip^rtiff wdsU andV^STno .^r nf 
inoapandsnt practlca association (Ipa) arraiHjaaants. Manl SJ^hlL 

alth tha eoaaarcl.l N rkats» and hava prov^ tnalr T miaTI JraThiaUh 
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care <tol1v# , «vsteas. In some instances, however, the TEfr*A program h* 
attracted knit iro essentially "pass-through" entities-organizations that 
Spiclillz. in market^ «rxt enrollment, but then contract out til of the 
Kith car* services. In some cam. these organizations ere serving the 
Insurance or "risk taking" function, but In others even this la passed on to 
hostels and medical groups. MGHA It aware of ~2^5lli! , tl!JI 1 
contracting organization baars essentially no risk, and simply takes a 
significant percentage of tha Medicare and cca»r*Ulpra«1u» dollars -off 

tha top" to parfom merketlng and administrative functions. With 

approprUta oversight, th*se errangeiutits can work very efficiently. How- 
ever. It Is critical that bet* cha gnverwe.it end the beneficiary understand 
that under such arrangements, they are not dealing with organizations whose 
whose first mlsilon Is the provision of health care services. 

At the see* tie*, we think the government should look r- °PI»i*n1t1« to 
confact -irectly with organizations whose true m1s*1©» is i„ health care 
delivery, and eho are now the true "risk takers" unfer soma past-through 
arrangements. Pemlttlng well-established epical groups to contract 
d1rectl7wlth Medicare would be bereflclal for several reasons. First. It 
permits the beneficiary to change his peyment •rrengement without disrupting 
the patient/physician relationship aver t1e«. Multlspeclalty group 
practices emphasize continuity of case and comprehensive care menegement 
under one roof, whereas In some of the pass-through a-rangaments neither the 
enrolling entity nor the contrectlng providers have permanent pitlent 
relationships. 

Second, moat Urge multlspeclalty group p-ect1ces already have sophisticated 
Quality asiurancTprogramsIn place wlthlt >hr Internal structure of the 
Jracilca! ?h.se should facilitate the got >nt's job o* quality assurance 
in the Prepaid setting, and provide an addK..nal level of assurance to the 
patient. 

Third, asxabllsbed medical groitp *ave a long history *f provldjrj health 
carVvO large numbers of 1nd». ,e1„ within their communities, inc uding 
laroe numbers of Medicare patUhts. They have proven their Jlnendel and 

viability gradually through patient satisfaction and the provision of 
Moh^ua Itv cart They have menegement and administrative structures in 
place q ?o hudU t extra chall.ngeTassoclated with prepaid contractlno. 

]M£ mp/SO» RULE 

The 50/50 rule was written Into the TEFRA risk contract Program in o, Jar to 
e»uro that tne participating HMOs and CMPs had a good mix of Ned Rare and 
non-Medicare patients. According to the rule, no more than 50 percent of 
SaJuItl enrolled in the prepaid plan could be Kedlcere benef 1c lar1< „. 
Unfortunately, this rule prohibits many groups from belrg ellgl* /or CMP 
statu, and theroforo ineligible to enter Into a TEFRA risk cor.crect. 

IMC hu focsed much attention on the 50/50 requirement 1n Medicare, and 
inllkJ manT other observers, MUMA submits that this Utentlon Is largely 
■isplacTd? The 50/50 rule was neve intended to be mora than a proxy for 
either f tatmcHI viability of •cceptabl. quality a. measured by the 
coswerclal market, It Is an imperfect proxy at bast. wh11> IHCnever met 
the percentage requirement. It had a significant number ol non-Medicare 
enrollees, probably more so than many smaller contrectors who were in 
c«e' unci with the 50/50 requirement. Had It been willing to slow the 
gr^ or^^car^en^lmeT IMC could have complied wit; .the rule without 
otherwise changing Its node of operation, and there 1s no reason to believe 
the outcome would have been any different. 

The current application of the rule p-xJuces soma anomalous re"}**- ^ r 
example/ a ^pass-through modei HMO ~:.tch has auccessfully •»«»"•* "f™ 
cemmerc el patlentsTthen contacted with a group practice for all their 
™«rt! would be .11P^.. to enrv 1 up to 10.000 ■"fc"^^* 
including those currer^y served by the group Pjnctlce on a [•T f0 ^ Mryic9 
basis. The medical group on the other hand, which serves the 10.000 
commercial patients, may take the full risk with respect to their car., and 
already has a wall established Medicare P -Utlon on a ^for-serv ce 

would not be qualify to co. :rect W t^r totjl ^■*' H » Mllt,0i 
la more than 50 percent Medicare. Ironically, the HMO ■* r * j #t1n 0 
orgastic* My have the ability to enroll bothoy^fcU and ™<*« 
patients only ecause 1t can guarantee to prospective enrollees that their 
medical care )1 be fully provided by the istabllshed group practice. 

In other situations, one or acre HMOs have largely cornered the group 
•moloyer market elth commercial patlai.ts. and yet are not Interested In 
ofNMno a Medicare plen. Other medical groups In such an area would be 
preMbned Troi Jfferlng a prepaid option to Medicare benef IcIaMa. unless 
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th 2U r \! , ! 1,Bfl £ th# xim t0 t0 P*r»*r*U th. coMirtlil 

Mrk«t which >ti.nta11y would hav. t»«n alr.ady carv.d up by th. l.rg. not. 

M3NA h*t tncogriotd HCFA and would urg. th. Corvgr.ii to rethink both th. 
purpo*. and application of th. 50/50 r«qu1r«»nt. and to focus on th. 

th? rul! III Int^S* '"tort-financial viability and qual1ty-for which 

AAPCC 

^"rlilZ'* f ^T!"! ° f th * ^ u <*™*^ not th. b.St -thod of 

: # ^ f ?; 1d !° !»»• For «*• ?™ps, th. rat. t. .qultabl.. th. 
group Mk.s . profit, and th. rfedfcar. patf.nt b.n.flts tine. th. lav 
^.17* 9r Ji pt *° turn t0M 01 th « Profit mto t>provM»nts or 
additional ^"•"t» to th. .nrollMt. For oth.rs, b.1ng paid only 95 

? * th * JS 00 • ou1d thi " 4t 1 f1n «c1al lots and th.r.for., th./ 
•r. not 1nt.r«*Ud i n participating. 7 

InY^t^ ?! ^ *** rwt r*fltct .hat th. actual chargas 

?~ 7!I ^ ? fiJV#ft graphic ar*a. In torn araat th. AAPCC it s6 
I • '"MJ 1 " 1 O r *ups »©uld not b. mt.rost«d in capitation arrang«.nts 
t»caus. th.1r lottM would b. too gr.at. irn^n^ 

Th. concrn of .est groups it 'chat HCf A and/or Congress will lower th. 
p.rcntag. of th. AAPCC paid to todlcar. mo. In 0 rd.r to ach Uv. thort-t.n. 

%3u£" in " \\\°~ 1n th# futun - *chTE« .o5?d^!If.i?{? 

rat. of paymnt wcild b. adKjuat. to cover th« cottt of th. progri*. 

^S^^SSl^ 1 !* * •* ft * s, «» * v - through ruling, and 
!^iJJ ?If ^calculation. *o that ^rg. variation, fro. one sid. of an 
artificial geographic boundary to anoth.r ar. .v.r»d out. C*grw should 
furth.r consider authorizing HCFA to nak. autt1-y.ar contracts \;th 

J lllZl fII d i2S 1 I ,ty "2\ nt9 " t t0 tht ritt " Congress 
JS?.^** frc * •rotary short-t.r* budg»t cut., which .v.n If 

.y*o11e In amount, do «uch to dostroy conf1d.no. In th. rat.. Fr» I^roup 

JIFiJSiKKES''*; 00# th * °~ -t ldvint4 fl»» o f cap1t«t1on 1s stabllltj 
•nd predictability of cash flow. If that .1«Mnt of th. prograa Is 
undorcut. fw#r groups will wish to partlclpat.. 

C0WO.UST0N 

iJiHT^' ^ ur8# ! wBt,l,Ht1on of ■ P~P«1d contra prc a r« in 

which a»d1ca1 groups hav. an opportunity to contract dlr^tly with HCFA for 
^^1- ?' C " >1t : t « t0 Mtd, " r » f n.f1c1arl«. Th! SlrtlSg 
IfS^^ri! 1* ^ 0OO<, can b. built upon to m hanc 

jportunltt.s for toth patents 40d p ro v1d.rs Hh l1. at th. sum Urn procur. 
for Modlcar. th. budget rt *tr.1nt lnh.r.nt In a tor. cc«*t1tlv. ildlcal 
M I* 5p !!! C !^ Th# Mtd,cil Sroup ^n.g-.nt Aswcl.tloS^ould b. %TI2»Sd to 
a^.\u«j!stwl!. 0f U " C0 ~ ,Ut * # Wd ,tlff *° further on th. 
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